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RESPONDENTS’ MOTION
FOR SUMMARY DISPOSITION

Pursuant to Rule 250 of the Rules of Practice of the Securities and Exchange Commission
(“Commission™) and to the Order Following Prehearing Conference and Setting Datés for
Motions for Summary Disposition dated February 10, 2014, Respondents Tri-Star Advisors, Inc.
(“TSA”), William T. Payne (“Payne”), and Jon C. Vaughan (“Vaughan™) hereby move for
summary disposition as to all claims against them as set forth in the Order Instituting
Administrative and Cease-and-Desist Proceedings Pursuant to Sections 203(e) and 203(k) of the
Investment Advisers Act of 1940 (“Act”) and Section 9(b) of the Investment Company Act of
1940 and Notice of Hearing ( “OIP”).

GROUNDS FOR THE MOTION

In the OIP, the Commission alleges that Respondent TSA willfully violated Section
206(3) of the Act, 15 U.S.C. §80b-6(3), by engaging in principal transactions without providing
written disclosures and obtaining clients’ consent for each such transaction, and that TSA
violated Section 206(4) of the Act, 15 U.S.C. §80b-6(4), by failing to implement written
procedures designed to prevent the 206(3) violations. OIP g 7-11, 14, 16. The Commission
further alleges that Payne and Vaughan caused TSA’s alleged violations. OIP Y 12-13, 15, 17.

The grounds for this motion are:

(a) Payne and Vaughan did not have the requisite scienter for “causing” liability under
Sections 206(3) and (4) of the Investment Advisers Act of 1940 (the “Act™), 15 U.S.C. §80b-6(3)
and (4). The Division of Enforcement has argued that scienter need not be established for

"causing" liability and that a strict liability standard applies. As Respondents show herein,



scienter is indeed an element that must be proven, but cannot be shown based on the facts of this
case; and

(b) TSA did not knowingly engage in principal trades in violation of Section 206(3) of
the Act and did not knowingly violate Section 206(4) of the Act.

The Commission’s claims against Respondents should therefore be dismissed.

STATEMENT OF FACTS

A. Facts Alleged in the OIP

The OIP alleges' that TSA provides investment advisory services to individuals and
entities. TSA’s investment strategy focused almost exclusively on fixed income securities, such
as mortgage-backed bonds. To execute this strategy, TSA relied on TSF, its affiliated broker-
dealer, for fixed income analysis and trade executions. OIP 4 7.2

According to the OIP, Payne and Vaughan made investment recommendations to TSA
clients and, upon the clients’ consent, TSF executed the transaction. During the relevant period,
TSF used its inventory account to purchase mortgage-backed bonds for TSA advisory clients and
then transferred the bonds to the applicable client account. TSF charged the advisory clients a
sales credit for the trades, which was essentially a percentage mark-up (or mark-down). Payne
and Vaughan, registered representatives of TSF for the trades, received 55% of the sales credit
generated by each trade. Id § 8.

Payne and Vaughan are responsible for ensuring that TSA complies with its regulatory

requirements, including Advisory Act requirements. Id. §9.

1 Respondents dispute a number of the allegations in the OIP. Since this motion focuses on
scienter, Respondents shall focus on that issue and not other aspects of the dispute.

2 TSF is Tri-Star Financial, Inc., a registered broker-dealer. Respondents Payne and Vaughan
(together with another individual, John Bott) are principals of TSF.



The OIP alleges that from July 2009 through July 2011, TSA, through TSF, engaged in
2,212 principal transactions with its advisory clients without providing prior written disclosure to
clients that it would effect the trades on a principal basis, or obtaining consent from clients. /d.
10. The OIP further alleges that TSF collected approximately $1.9 million in gross sales credits
from the TSA Principal Transactions, paying approximately $1 million to Payne and Vaughan
for the alleged principal transactions while retaining the rest. None of the gross sales credits was
paid to TSA. Id q11.

Payne and Vaughan initiated and executed the TSA Principal Transactions. Id. | 12.
They are alleged to have known that TSA did not provide written disclosures to, or obtain
consent from, TSA clients before completing principal transactions. Id. §12.

The OIP alleges that during the relevant period, TSA failed to adopt and implement
written compliance policies and procedures reasonably designed to prevent violations of the
Advisers Act provision regarding principal transactions. TSA’s compliance manual did not
contain any policies and procedures addressing principal transactions. Id. § 13.

The Commission alleges that as a result of the above facts, TSA willfully violated
Sections 206(3) and 206(4) of the Advisers Act, and Payne and Vaughan caused the violations.
Id. 99 14-17. Respondents dispute these allegations. But even taking the allegations at face
value, the Commission cannot show either scienter or knowing engagement in principal trades in
violation of the Advisers Act.

B. Facts in the Record

The following is a summary of the facts in the record. The legal argument section
discusses additional 'facts bearing specifically on Payne’s and Vaughan’s liability for “causing”

the alleged violations. The deposition citations refer to the depositions of Respondent William



T. Payne (“Payne tr.”) Respondent Jon C. Vaughan (“Vaughan tr.”), and compliance officer
Kelly Durham (“Durham tr.”) taken by the Staff during its investigation. The cited excerpts are
submitted herewith.

TSA registered as an investment adviser with the SEC effective November 17, 2009.
Nine months before that, on February 4, 2009, TSA entered into the first of its investment
advisory compliance consulting agreements with The Advisors’ Resource, which functioned as
TSA’s compliance consultant throughout the period of the events in question. See Exhibit 1
(Agreement for Compliance Services (attached to email dated Feb. 15, 2013, from Roy
Washington to R. Joann Harris)). Under this agreement, TSA's consultant provided advisory
professional direction and compliance support services to TSA, including completing TSA’s
investment adviser registration and adoption and implementation of compliance policies and
procedures designed to comply with, and prevent violations of, all applicable securities laws,
rules and regulations. TSA worked mostly with Linda Shirkey, the founder of The Advisors’
Resource. Payne tr. 69-71; Vaughan tr. 38-39; Durham tr. 20, 92-93. Ms. Shirkey is a highly-
regarded compliance professional who has made sevéral presentations at seminars and panels in
which SEC personnel also participated. See Exhibit 2 (email dated May 14, 2013, from Roy
Washington regarding TSA: Information Requested).

On March 23, 2011, TSA received a letter (Exhibit 3) from Frances M. From, Staff
Accountant at the Fort Worth Regional Office of the Commission, informing TSA that the
Commission Staff was conducting an examination of TSA pursuant to Section 204 of the
Investment Advisers Act of 1940, requesting certain information, and advising that the on-site

phase of the examination was to begin on April 12, 2011. The letter did not specify any



particular possible violations that were being investigated. TSA provided the requested
information, and the on-site examination took place.

Before the Staff’s examination in April 2011, Respondents were unaware that TSA’s
practice of purchasing securities through TSF and then immediately allocating them to TSA
clients constituted principal trading as defined by the Commission. Payne tr. 68-69; Vaughan tr.
36-37. Following the March 23rd letter from Ms. From, the principal trading issue was first
mentioned by the Staff in passing, without a specific indication that there was anything wrong,
during an initial telephone conversation between a Staff member and Kelly Durham, TSA’s
Chief Compliance Officer. Durham tr. 30-32. The next week, Ms. Durham attended a
conference of the National Society of Compliance Professionals. At the conference, she was told
by a lawyer in attendance that handling trades through TSF might violate Section 206(3). Id. 32.

Upon Ms. Durham's return to work she voluntarily raised the issue with the examiners
and with Mr. Payne and Mr. Vaughan. JId 32-33; Vaughan tr. 37-38. TSA investigated this
issue and consulted with other investment adviser legal and compliance professionals. Vaughan
tr. 37-38. By July 2011 TSA had changed its policies and procedures so that each customer is
now informed and consents in writing prior to each individual trade handled through TSF.
Durham tr. 51. On August 31, 2011, TSA received a deficiency letter (Exhibit 4) from Donna C.
Esau of the Fort Worth Regional Office. The letter advised that TSA was in violation of Section
206(3) by reason of executing TSA clients’ trades through TSF. The letter identified other
deficiencies that have been corrected and are not at issue in this proceeding.

TSA responded to the deficiency letter on November 29, 2011, advising that TSA in July
2011 had fully implemented new written principal transaction policies and procedures designed

to prevent violations of Section 206(3). See Letter dated November 29, 2011, from Mr. Vaughan



to Karen Mysliwiec (Exhibit 5), regarding Examination of Tri-Star Advisors Inc.; Payne tr. 114-
117; Vaughn tr. 42-43.

Continuing its inquiry, the Staff requested voluminous information on several occasions
through 2012 and the first six months of 2013. TSA and its counsel, Roy Washington, furnished
all the requested information and responded to dozens of email communications from the Staff.

In August 2012, the Staff conducted depositions of Respondents Payne and Vaughan and
Debra Binkley and Kelly Durham. Following those depositions, the Staff continued to
communicate with TSA and Mr. Washington and to request further information, all of which
TSA promptly supplied. TSA and the Staff also conducted negotiations to settle this matter.
However, the negotiations were brought to a halt by the Staff’s Wells letter and disagreements on

aspects of the alleged violations.

LEGAL ARGUMENT

I. PAYNE AND VAUGHAN DID NOT HAVE THE
REQUISITE SCIENTER FOR “CAUSING” LIABILITY

A. The Commission Must Show That Payne and
Vaughan Had Knowledge or Awareness That
Their Roles Were Part of an Improper Activity

The standard for “causing” a violation is the same as that for aiding and abetting a
violation. For both, a person must have scienter — that is, knowledge or reckless disregard that
the activity in question is improper. This is established by numerous decisions covering a variety
of securities violations.

In In the Matter of OptionsXpress, Inc., et al., Admin. Proc. File No. 3-14848, S.E.C.
Release No. 490, 2013 WL 2471113 (June 7, 2013), which concerned violations of short-selling
regulations, Chief Administrative Law Judge Murray held that awareness of improper activity is

an element of a violation:



Causing and aiding and abetting violations of the securities laws requires proof of

three elements: (i) a primary violation by another party; (ii) awareness or

knowledge by the aider and abettor that his or her role was part of an overall

activity that was improper; and (iii) that the aider and abettor knowingly and

substantially assisted in the conduct that constituted the primary violation.
2013 WL 2471113, at *79, citing Woods v. Barnett Bank, 765 F.2d 1004, 1009 (11th Cir. 1985);
Investors Research Corp. v. SEC, 628 F.2d 168, 178 (D.C. Cir. 1980); Woodward v. Metro Bank,
522 F.2d 84, 94-97 (5th Cir. 1975); In the Matter of Erik W. Chan, Securities Act Release No.
8078, 2002 WL 507022 (April 4, 2002). The chief judge further held that a “Respondent who
aids and abets a violation also is a cause of the violation under the federal securities laws.” 2013
WL 2471113, at *79, citing Sharon M. Graham, 53 S.E.C. 1072, 1085 n.35 (1998), aff’d, 222
F.3d 994 (D.C. Cir. 2000).

In In the Matter of Trautman Wasserman Co., S.E.C. Release No. 340, Admin. Proc. File
3-12559, 92 S.E.C. 1156, 2008 WL 149120 (Jan. 14, 2008), which concerned a late trading
scheme, Judge Murray held that “causing” liability has the same scienter standard as aiding and
abetting liability, finding one respondent liable for causing the violation, but another respondent
not liable “because he did not have the level of awareness required and he did not know that his
role substantially assisted in the violations.” 2008 WL 149120, at *18.

Several other Commission releases agree, holding individual respondents liable for
causing a variety of securities law violations only because they possessed the requisite scienter:

. In the Matter of Midsouth Capital, Inc., S.E.C. Rel. No. IA-3398, 103 S.E.C.
Docket 1631, 2012 WL 1339061, at *4 (April 18, 2012): The principal was found liable for

causing the firm’s failure to maintain net capital requirements because he “acted intentionally,

or, at a minimum, with severe recklessness.”



° In the Matter of The Rockies Fund, Inc., Rel. No. IA-26202, Admin Proc. File No.
3-9615, at p. 12 of 23 & fn. 64 (Oct. 2, 2003): The principals were found liable for causing the
firm’s filing of materially misleading periodic reports because they “willfully aided and abetted
these violations based on our findings above with respect to their scienter.”

° In the Matter of Erik W. Chan, Securities Act Release No. 8078, 2002 WL
507022, at *4-*5 (April 4, 2002): The individual respondent was found liable for causing the
firm’s misrepresentations in a private placement memorandum because he “knew that these
materials contained misrepresentations, but did nothing to correct them.”

° In the Matter of Michael P. Sweeney, Release No. 34-38436, 64 S.E.C. Docket
381, 1997 WL 134080, at *5-*6 (March 25, 1997): The individual respondent was found liable
for causing the firm’s insider trading violations by reason of his knowledge of unlawful insider
trading. The opinion held that the scienter requirement for “causing” liability is the same as that
for aiding and abetting — that is, “a general awareness that his role was part of an overall activity
that was improper,” and that the person “knowingly and substantially assisted the principal
violation.”

The rationale for requiring scienter for aiding and abetting liability applies equally well to
“causing” liability: to provide “protection for those persons whose involvement in securities law
violations is in one respect substantial, yet wholly innocent.” Investors Research Corp., 628
F.2d at 178. Investors Research rejects a negligence standard for that very reason.

The Commission has previously cited to Respondents two cases which also require a
showing of scienter for “causing” liability. In In the Matter of Mark N. Geman, Rel. No. 1A-
1924, Admin. Proc. File No. 3-9032, at pp. 16-17 of 29 and fns. 72, 77 (Feb. 14, 2001), aff’d,

334 F.3d 1183 (10th Cir. 2003), the respondent was found liable for causing the violations only



because he knew and intended to commit the act which constituted the violation, or was “at the
very least reckless.” In affirming the decision, the Tenth Circuit found “sufficient factual basis
for the conclusion that Geman aided and abetted the violations with a state of mind of
recklessness, if not willful disregard.” 334 F.3d at 1196. The Tenth Circuit thus recognized that
the principal’s violation requires scienter. In In the Matter of Clariden Asset Management (New
York) Inc., Release No. IA-1504, Admin Proc. File No. 3-8747, 1995 WL 419299, at *2 (July 10,
1995), an individual respondent entered into a consent order and admitted that “she knew or
should have known that such conduct failed to comply with the policy and procedure set forth in
Clariden’s compliance manual.”

For the same reasons, the Commission must show that Payne and Vaughan knew or were
aware of the impropriety under Section 206(4) of the Act of the alleged failure to have policies
and procedures designed to prevent violations of Section 206(3).

B. The Record Shows That Payne and Vaughan
Did Not Have Knowledge or Awareness That

Their Roles Were Part of an Improger Activity

The record amply demonstrates that Payne and Vaughan did not know, and were not
aware, that TSA was engaged in an improper practice. On the contrary, the facts demonstrate
that Payne and Vaughan at all times acted in good faith and with diligence.

. The Respondents hired a respected consultant, The Advisors Resource, nine
months before opening their advisory business. They wanted to ensure that their advisory firm
was set up and operating in compliance with the law. See Exhibit 1 (first page); Payne tr. 69-72.

. TSA did not maintain a proprietary trading account, which is the primary means
of doing principal transactions. The TSF account was used strictly to temporarily hold securities

for allocation to clients’ accounts. See Exhibit 5 at p. 2; Vaughan tr. 58-60; Durham tr. 37-38.



Thus, the TSA account was not and could not have been used for dumping, manipulating prices,
or any other kind of self-dealing.

. Payne and Vaughan did not engage in any client transactions in securities held in
personal proprietary accounts.

° TSA advised its clients in its Form ADV and brochure that trades would be
handled through TSF and commissions earned on those trades. See Exhibit 6, items 5, 6, 8 (Form
ADV as of March 2011); Exhibit 7 at pp. 3, 5, 7, 8-9, (brochure as of March 2011, describing
trades handled through TSF). Thus, the Commission’s allegation that clients were not informed
is false. When TSA began operations, most of its customers were long-time clients of TSF, Mr.
Payne and Mr. Vaughan, so they were already aware of TSF and its relation to TSA. See Exhibit
5 at p. 2; Payne tr. 106-108; Vaughan tr. 61-64; Durham tr. 62-64, 67-68. Further, TSF charged
TSA clients 1% less commission than non-TSA clients to offset TSA’s advisory fee. See
Durham tr. 44.

. Payne and Vaughan sought and used an established investment advisor
compliance consultant for directional expertise and assistance with its initial investment
registration process, its initial risks assessment, the development of written policies and
procedures, its investment adviser compliance program and monitoring, and annual compliance
program reviews and continuous program improvement. Their consultant continued to provide
those services throughout the period in question and had complete knowledge of, and access to,
information regarding the firm’s business activities, client base, internal operations, and
organizational structure. See Exhibit 1.

® TSA's consultant was eminently qualified and well-regarded as a compliance

expert, and Respondents’ reliance on her was reasonable and justified. See Exhibit 1; Payne tr.

10



69. She was actively involved with, and participated as a presenter and moderator in, the
National Society of Compliance Professionals at which senior SEC Staff members regularly
participate and attend. The Texas State Securities Board employed her as an advisor on
investment adviser regulatory matters. She also served as moderator at the Commission’s Fort
Worth Regional Office’s July 18, 2012 “CCO Inreach” seminar covering investment adviser and
investment company regulation. She was a panelist in a similar program presented by the Fort
Worth Regional Office in November 2013.

° Their consultant did not advise Respondents that the Commission viewed or
would view the TSF account as a “principal” account for purposes of section 206(3) or that
additional customer notice or consent was needed. See Vaughan tr. 38-39.

° Payne and Vaughan changed TSA’s policies and procedures on TSF trades in July
2011 before receiving the Commission’s deficiency letter of August 31, 2011. See Exhibit 5 at
pp- 3-4; Payne tr. 115-118; Vaughan tr. 42-44; Durham tr. 70-71, 88-93. Those policies and
procedures are subject to continual review.

° Ms. Durham, who learned of the problem at an April 2011 conference of the
National Society of Compliance Professionals, voluntarily brought the issue to the attention of
the Staff during the Staff’s examination of TSA. See Durham tr. 30-33; Vaughan tr. 37-38.

These facts show that:

(a) Payne and Vaughan at all times intended to comply with all securities laws;

(b)  They relied on an eminently qualified compliance professional;

(c) Payne and Vaughan did not understand until April 2011 that handling trades
through the TSF allocation account and earning commissions on those trades could run afoul of

Section 206(3);

11



(d)

unreservedly.

Upon learning of the issue Payne and Vaughan remedied it quickly and

In the case of SEC v. Slocum, Gordon & Co., 334 F.Supp.2d 144, 185 (D.R.1. 2004), the

court’s description of the principals’ unawareness of the impropriety, and their actions taken

once they learned of it, is very close to the situation of Mr. Payne and Mr. Vaughan:

Because the Court finds that neither Slocum nor Gordon acted with

scienter, or a “mental state embracing intent to deceive, manipulate, or defraud,”
Ernst & Ernst, 425 U.S. at 193 n.12, 96 S.Ct. 1375, the Court cannot find they
had a conscious awareness that SG & C was engaged in operating practices that
created a potential conflict of interest. During the relevant time period, SG & C
was subject to external examinations from both its own independent auditors and
the SEC. Neither authority identified SG & C’s account structure as a potential
problem. The evidence demonstrated that when potential compliance issues were
brought to SG & C’s attention, Gordon took steps to remedy the situation by
reformulating SG & C’s practices. The evidence also showed that Slocum and
Gordon communicated with and relied on the advice of outside counsel in
creating its account structure initially, and then in reforming it after the SEC’s
examination in 1988. No evidence suggests that either Slocum or Gordon had
knowledge that SG & C’s account structure was improper, or that their account
structure created a potential conflict of interest.

As a result, the Court is not persuaded that Slocum and Gordon had the

requisite mental state to have aided and abetted SG & C’s non-scienter-based
violations of Sections 206(2) and 206(4) of the Advisers Act and Rule 206(4)-
2(a)(2) issued thereunder. Thus, as no aiding and abetting was established, the
Court rules in favor of Defendants on Counts 7 and 8.

Id. at 185.

Because of the above facts, the Commission cannot establish that Mr. Payne or Mr.

Vaughan were “consciously involved in impropriety.” Slocum, 334 F.Supp.2d at 184. See also

Monetta Financial Services, Inc. v. SEC, 390 F.3d 952, 956 (7th Cir. 2004) (Commission failed

to establish firm president’s aiding and abetting of firm’s violation, even though the firm was

liable; the “SEC has not provided any evidence suggesting that [defendant] was, in fact, aware

that disclosure of the IPO allocations was required” even if only recklessness was required); SEC

12



v. Howard, 376 F.3d 1136, 1143-48 (D.C. Cir. 2004) (vacating Commission sanctions order for
failure show that defendant was aware of wrongdoing or demonstrated extreme recklessness);
SEC v. Steadman, 967 F.2d 636, 647 (D.C. Cir. 1992) (principal of firm not liable for aiding and
abetting firm’s violations where Commission failed to indicate any evidence that he was
“generally aware that the Corporation’s subscription and redemption accounts were being
managed improperly or that surprise audits were required”).?

For these reasons, the Commission’s claims against Respondents Payne and Vaughan
should be dismissed.

II. TSA DID NOT KNOWINGLY ENGAGE IN
PRINCIPAL TRANSACTIONS IN VIOLATION OF SECTION 206(3)

The OIP claims that TSA willfully violated Section 206(3) of the Act. Section 206(3)
prohibits an adviser from knowingly engaging in principal transactions without prior disclosure
and consent of the client.

After diligent search, we have found no guidance from the Act, the Commission, or case
law concerning the definition of the term “knowingly” in Section 206(3). An analogous case,
SEC v. Leslie, No. C 07-3444, 2010 WL 2991038 (N.D. Cal. July 29, 2010), concerned Section
13(b)(5) of the Exchange Act, 15 US.C § 78m(b)(5), which provides: “No person shall
knowingly circumvent or knowingly fail to implement a system of internal accounting controls or
knowingly falsify any book, record, or account described in paragraph (2).” (Emphases added.)
The court held that the term “knowingly” requires the Commission to show that an individual

defendant knew -- and not merely that he recklessly disregarded -- that he had failed to

3 Slocum and the other cases cited above are applicable because, as shown supra, the standard for
aiding and abetting liability is identical to the standard for “causing” liability.

13



implement a system of internal controls. The court granted summary judgment to that defendant
because the Commission failed to make that showing. 2010 WL 2991038, at *17, *27.

Similarly here, the term “knowingly” requires the Commission to show at least that TSA
knew that it was engaged in principal transactions as defined by the Commission and set forth in
Section 206(3). This reading is supported by the purpose of the section, which is to prevent the
advisor’s self-dealing, dumping bad securities on clients, and price manipulation. See
Interpretation of Section 206(3) of the Investment Advisers Act of 1940, 17 C.F.R. Part 276,
Release No. 1A-1732 (July 17, 1998), part I & fn. 4, 5. None of these ill motives is possible
unless the advisor is aware that he is engaged in principal transactions.

In this case, TSA did not knowingly or recklessly disregard facts which would have
indicated a problem for the reasons set forth supra. On the contrary, by hiring and relying upon
an eminently qualified compliance professional upon whom the Commission itself has relied for
authoritative presentations on compliance issues, by voluntarily bringing the matter to the
attention of the Staff, and by its full cooperation during the Staff’s examination, TSA has
demonstrated its intent to comply and its unawareness of the principal trade issue.

Therefore, TSA did not knowingly engage in principal transactions as defined by the
Commission and therefore did not violate Sections 206(3) and (4) of the Act.

CONCLUSION

For all of the above reasons, the Commission’s claims against Respondents should be
dismissed in their entirety. In the alternative, Respondents request a ruling that the Division of
Enforcement must prove that Respondents Payne and Vaughan acted with scienter in order to

establish "causing" liability.
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Page 1 Page 3§
UNITED STATES SECURITIES AND EXCHANGE COMMISSIDN 1 CONTENTS
2
In the Matter of: ) 3 WITNESS: EXAMINATION
) File No. FW-03686-A 4 William Thomas Payne 4
PARALLAX INVESTMENTS, INC. ) 5
6 EXHIBITS
WITNESS: William Thomas Payne 7  EXHIBITS: DESCRIPTION [DENTIFIE
PAGES: 1 through 134 8 12 July 12, 2012 subpoena 7
PLACE: Texas State Securities Board 9 13 Background questionnaire 8
1919 North Loop West, Ste. 300 10 14 Board of dircctors minutes - July
Houston, Texas 11 8, 2008 78
DATE: Thursday, August 16, 2012 12 15 5712010 email 88
I3
The above-entitied matter came on for hearing, 14
pursuant to notice, at 9:09 a.m. 15
16
17
18
19
20
21
22
23
Diversified Reporting Services, Inc. 24
(202) 467-9200 25
Page 2 Page 4
1  APPEARANCES: 1 PROCEEDINGS
2 2 MS. HARRIS: Let's go on the record at
3 On behalf of the Securities and Exchange Commission: 3 9:0% am. on August 16, 2012. Please raise your right
4 JOANN HARRIS, ESQ. 4 hand.
5 BARBARA GUNN, ESQ. 5  Whereupon,
6 Division of Enforcement 6 WILLIAM THOMAS PAYNE
7 Securities and Exchange Commission 7 having been first duly sworn, was called as a witness
B8 801 Cherry Street, Unit 18 8  herein and was examined and testified as follows:
] Fort Worth, Texas 76102 3 EXAMINATION
10 817-978-6467 10 BY MS. HARRIS: E
o e 11 Q Do yon understand that you'll remain under oath
12 On behalf of the Witness: 12 throughout these proceedings here today? '
13 ROY WASHINGTON, ESQ. 13 A Yes.
14 18115 Heaton Drive 14 Q Okay. If you would please state and spell your
15 Houston, Texas 77084 15  full name for the record.
16 281-859-6774 16 A William Thomas Payne, P-A-Y-N-E.
17 17 Q We've met informally off the record, but,
18 18  again, my name is Joann Harris. I'm an attorney with
19 19 SEC's Fort Worth regional office. Joining me today is [
20 20 Barbara Guaon. She's an assistant regional director also |
21 21 i the Fort Worth office. We are both officers of the |
22 22 United States Securities and Exchange Commission for [
23 23 purposes of this proceeding. :
24 24 This is an investigation by the United States

Securities and Exchange Commission in the matter of

1 (Pages 1 to 4)
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Page 68

1 Q Okay. Who from Tri-Star Advisors, besides Mr.
2 Vaughan, to your knowledge was also involved in dealing
3 with the SEC exam staff?
4 A Be Kelly Durham.
5 Q Okay. As you probably know one of the concerns %
6 that the examination staff flagged during their |
7 examination -- and as I understand it spoke to at least
8 Ms. Durham about -- were the 2063, the principal
9 transactions. Is that familiar to you? Do you
10 understand what I'm referencing?
11 A Yes, I do.
12 Q Okay. At what point in time do you first
13 remember being made aware of this potential principal
14 trade issue?
15 A To my best recollection is when Kelly Durham
16 brought it to our attention.
17 Q Okay. And do you have a specific -- like in
18 meeting? Was it a telephone call?
19 A I do not recollect.
20 Q Was it at or about the time that the SEC

21 examination was taking place?

22 A I believe it was after the examination had
23 taken place. I believe she went to a seminar or some
24 type of informational meeting and came back and gave the

25 information to Jon Vaughan and myself.

dd124b92-f525-4€9f-9123-34de3f23084b
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Q Okay. What did -- what do you remember Ms.
Durham sharing with you about that conference?
A That there was 2063 which had a caveat in there g
that we were unaware of that stated that if we didn't own i
the broker-dealer it would be a different situation. If |
we did own the broker-dealer and we had to pay attention

to what it is and to change our business model.

D 1 ;U s W N

Q After being made aware of the 2063 issue what

9 was your continued involvement as far as that issue went?
10 After you first became aware of it how involved were you
11 in further discussions of that issue?
12 A We were very involved by getting counsel and by
13 getting our consultant which we had -- was Linda Shirkey.
14 We had her from the beginning. She was also unaware of
15 2063.
16 Q Who is Linda Shirkey again?
L A She's in the industry of helping put together a
18 registered investment advisory firm. She's very, very Q
19 astute in the role of investment advisory. She's done --
20 her resume is just awesome. So we from the beginning
21 used her to put together Tri-Star Advisors and leaned on
22 her heavy to help us in the regulatory area.
23 Q Is Ms. Shirkey affiliated with a firm -- a

24 consulting firm or is she a solo consultant? Do you

25 know?

dd124b92-f525-4e9f-9123-34de3f93084b
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Page 70
A She's a solo consultant to my knowledge,
MR. WASHINGTON: Point of clarification or I
can hold for later.
MS. HARRIS: What's your clarification?
MR. WASHINGTON: That Linda Shirkey actually
had -- she's a founder of a compliance consulting firm -- |
Advisors Resources.
THE WITNESS: It's a small firm. Am I correct?;
MR. WASHINGTON: She has five employees.
BY MS. HARRIS:
Q Now, is Ms. Shirkey actually the person -- of
this larger group of five or some employees is she the
one that actually provides the compliance consulting
personally or is there someone else in her office that

handles that?

A That's who we met with and who -—- I don't know
if she farms that out to someone else in her office or
not. But we dealt pretty ——

Q Directly with her?

A —-— exclusively with her.

Q Okay. And has Tri-Star Advisors had this
consultant relationship with Ms. Shirkey and her firm
since its inception?

A Yes. I will say that we started a corporation

first before we got a compliance officer, so I have to

dd124b92-f525-4e9f-9123-34de3f93084b
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1 clarify. There was a little bit of time involved before
2 we could get everything put together. But she was in the;
3 very beginning of that. |
4 Q So let me just ask you generally, what is your
5 understanding of what the types of services that Ms.
6 Shirkey has provided to Tri-Star Advisors?
7 A To get our -- to put together the
8 broker-dealer, let us know what types of reporting we
9 need to do, all the compliance we need to have ready.
10 She worked hand-in-hand with Kelly to put everything
T together with our compliance manual --
12 MR. WASHINGTON: The word you used was
13 broker-dealer. You were actually referring to --
14 THE WITNESS: The investment advisor -- I'm
15 sorry. Investment advisor.
16 BY MS. HARRIS:
17 Q So I'm sorry. You're saying reporting and --
18 A Compliance manual, getting ready for audits.
19 Q Now, for those types of things that you just
20 generally described -- reporting, helping you with the
23 compliance manual, getting ready for the audit -- those
22 types of things, are any of those activities -- are those |
23 activities that you personally also participated in?
24 A I participated in all the meetings with Linda
25 Shirkey.
e — — e — e T |

dd124b92-1525-481-9123-34de3f93084b
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Q Did you actually review, say, drafts of the
compliance manual and things of that nature?

A That would be Kelly -- Kelly Durham's Jjob. But §
we were given the final draft and were consulted on many ;
areas of the compliance manual. I cannot tell you that I
was at every meeting with Linda Shirkey, but I was in the :

majority of the meetings with Linda Shirkey.

@ ~J oy ol W N

Q So I think my -- sort of going back to my

9 question a few minutes ago I'd asked generally, once the
10 2063 issue was raised basically what was Tri-Star
11 Advisors' response? Like what happened next? And you
12 mentioned getting counsel and getting consultant. Was
13 there a separate legal counsel you hired besides Ms.
14 Shirkey or were those one and the same thing? I want to
15 make sure I'm not --
16 A They're one and the same.
17 Q Besides getting the consultant, Ms. Shirkey,
18 was there any other action items taken that you recall
19 that Tri-Star Advisors did in response to the 2063 issue
20 being raised?
21 A Yes. We made sure that we would comply with
22 all the rules and regulations that 2063 had mandated.
23 Q And did you lead that compliance effort or did
24 somebody else do that?

25 A I would say that would be a team effort between |

dd124b92-f525-4297-9123-34de3f93084b
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1 BY MS. HARRIS:
2 Q Okay, 2949, do you have it in front of you?
3 A Yes, I do.
4 Q The paragraph kind of in the middle of the page ;
5] that starts out: "Most adviscory clients of TSA..." Do :
6 you see that?
7 A Yes, I do. _
8 Q Go down in that paragraph about five lines,
9 there's a sentence, and I'll go ahead and read that into
10 the record as well. It states: "Mr. Payne and I have
11 been specific in our discussion with clients and
12 potential clients that fixed income securities placed in
13 TSA client accounts would continue tec be obtained throughfg
14 TSF and would be charged both an investment advisory fee |
15 through TSA and a markup or markdown on each transaction
16 through TSF."
17 Stopping right there, I want to focus on the
18 sentence that seem a concern, disclesures that have been
19 made to clients and potential clients. Can you tell me
20 what is meant there about we've been specific in our
21 discussions®?
22 A When we look at our managed accounts, we
hic ] discuss for our investment clients what is appropriate,
24 what is right for it, what we're looking for, what type
25 of risk the client can take. We're just specific in whatg

dd124b92-1525-4291-9123-34de3f93084h
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Page 107 |
we're doing as far as out discussions.

o) With whom?

A Between Jon Vaughan and myself.

Q What about disclosures you make to your actual
clients, do you make them aware of the types of fees that |
they're going to be paying if you purchase a fixed incame%
security for them and their an advisory client? ﬁ

A If they're an advisory client, and we are
talking about present now as it stands, if they're going
to be charged any fees in any way, they must be disclosedi
to the client ahead of time; otherwise, there are no fees:
to really disclose to the client.

Q Okay. I guess what I'm trying to understand isz
the way this sentence is written, it sounds like |
historically you and Mr. Vaughan have said that you've
always been up front with your TSA clients and that
saying yes, you'll be charged a TSA management fee and
you'll also be charged a fee from this other entity

called Tri-Star Financial. Has that been the case, is

that true?
A That is true.
Q Okay . Now, give me -- let me know or tell me

when those disclosures have been made, at what point in
the process with each client. Do you do that disclosure
each and every time you make a trade for that client, or

dd124b92-f525-4691-9123-34de3f93084hb
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was this a disclosure you make at quarterly meetings, at
the outset of the relationship with a client? I guess
I'm a little unclear as to when those oral disclosures
would be made.

A Most of those were done at the inception. As
the letter states, most of the clients were already

clients of Tri-Star Financial. We let them know that

[ o TR I ST 52 N S P B o S

they could go into an arrangement with Tri-Star Advisors
9 and what it would entail. That's when we said you would

10 be getting a lower fee by becoming an advisory client,

i § and that we felt that this is the way the industry was

12 going to probably be going. Instead of being involved in %

13 the day-to~day actions of every trade that we're trying |

14 to do for you, you could let us do more of the advisory

15 work. We have some clients that want to be more

16 hands-on, ones that want to be doing what they do in

17 their lives.

18 In that case, in my recollection, almost every

1¢ client I told them up front that we would be making fees,

20 I did not tell them what the amount was, I just said

21 Tri-Star will make it but we will always make sure that

29 you're going to be charged a lower fee than any of the

23 clients that are non-advisory clients, and that's the way [l

24 we disclosed it at the onset, both Jon Vaughan and

25 myself.

dd124b92-f525-4291-9123-34de3f93084b
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1 A Now or in the past?
2 In the past. Prior to the SEC exam.
3 A Prior to the SEC, no, not to my recollection.
4 MR. WASHINGTON: But with respect to the
5 principal transactions that attributed to TSA, the answer |
6 is no, but there were things done with respect to TSF
1 from the confirmations and the designation and the
8 confirmation that the transaction was a principal
9 transaction, those things that are specified within the
10 confirmations.
1 | MS. HARRIS: Yes, and I'm not talking about
12 confirmations, I'm talking about oral disclosures that he |
13 had.
14 MR. WASHINGTON: Okay. Because there are some
15 written ones within the ADV.
16 MS. HARRIS: Right. We're just talking about
17 the oral disclosures, so I'm trying to parse this out and }
18 not get into that. We'll get in the written stuff in a |
19 second.
20 BY MS. HARRIS:
21 Q And so that was in the past when you said that
22 basically your disclosures were made at the inception of
23 the relationship. How is that changed teoday? Has it
24 changed today?
25 A Yes. Today I basically would let them know

dd124b92-1525-4e91-9123-34de3193084b
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that if there's a fee charged, and I show them the letter;

1

2 that we would be using if there is a fee involved in the

3 purchase of those securities, and if there's not, that

4 you will not be seeing it.

5 Q Okay. And the fee, you mean the markup.

6 A Markup or markdown.

7 Q All right. Now -- and agaiﬁ, I'm focused on

8 the language that you guys used in this letter to the

9 exam staff, that's why I'm trying to understand exactly
10 what you meant. Again, kind of going back to
11 discussions -- now let's move away from any oral
12 disclosures that you had with clients or potential

13 clients about TSA fees and TSF fees -- in the past what

14 was your understanding of the type of written disclosures é
15 that would be given to clients that would lay that out
16 that you will be charged a TSA fee and a TSF fee as well?%
17 A In the ADV. :
18 Q And when did the client or potential clients
18 get the ADV?
20 A At the inception.
21 Q Again sticking to the past, were there any

272 other written disclosures, to your knowledge, that were
23 provided to clients besides the ADV?

24 A Not to my knowledge.

258 Q Now moving to what happens today currently,

dd124592-1525-4e91-9123-34de3f33084b
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what are the written disclosures that you're aware of

that are provided to clients to explain the types of fees f

that they will be paying?

A Number one is the letter that they have to sign é

and send back on each transaction when there is a markup

or a markdown, and the ADV.

Q And when you say markup or markdown, are you
including both of the two markups that we saw in
Exhibit 4, the trade desk markup and the rep markup?

A Yes, we are.

Q Have you personally had to employ the new

disclosure and consent process that's currently in place,

as I understand it?
A Yes.

Q Okay. Tell us how that works.

A Most of the time we use fax, we'll fax it to a
client, explain what we're doing, how it's working, and

they send it back with the okay, and/or of they don't

have a fax machine which is pretty rare,

to sign it and send it back.

Q And how are those procedures working, in your
estimation?

A Very clumsy.

Q And what do you mean by clumsy?

then they have

Well, sometimes a client is on vacation for two |

Page 116
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disclosure procedures were put in place, did you receive

1 weeks, or they don't get to their internet in time, or

2 things like that. I mean, it does work, I'm just saying
3 it's very, very clumsy.

4 Q Do you ever use email for consent purposes?

5 A Yes, most of the time we use email.

(9] Q When these new procedures, the new consent and
5

8

any training on how those procedures were supposed to

9 work and how to fill out the document, how to fill out
10 the forms, that type of thing?
11 A We just had a meeting between Linda Shirkey and %
12 Kelly Durham who walked us through everything, for Jon j
13 Vaughan and myself.
14 Q Who reviews those forms, or does anybody review
15 those consent and disclosure forms that are in use now? ?
16 A Kelly Durham.
17 Q And what is your understanding of what Ms.
18 Durham does with those forms?
19 A Makes sure that the bonds aren't allocated
20 until they're received back from the client.
24 MS. HARRIS: Let's go ahead and go off the

29 record and take a short break.

23 (Whereupon, a brief recess was taken.)
24 MS. HARRIS: Let's go back on the record.
25 MS. HARRIS: Mr. Payne, we just got back from a

dd124b92-f525-429f-9123-34de3f33084b
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PROOFREADER'S CERTIFICATE

In The Matter of: PARALLAX INVESTMENTS, LLC

Witness: William Thomas Payne

File Number: FW-03686-A

Date: Thursday, August 16, 2012
Location: Houston, TX

This is to certify that I, Donna S. Raya,
(the undersigned), do hereby swear and affirm that the
attached proceedings before the U.S. Securities and
Exchange Commission were held according to the record and i
that this is the original, complete, true and accurate
transcript that has been compared to the reporting or

recording accomplished at the hearing.

(Proofreader's Name) {Date)
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1 CERTIFICATE OF REPORTER
2 I, Leslie Berridge, hereby certify that the
3 foregoing transcript consisting of 132 pages is a
4 complete, true, and accurate transcript of the
5 investigative hearing indicated, held on August 16, 2012,
6 at Houston, Texas, in Parallax Investments, LLC. I
7 further certify that this proceeding was recorded by me,
8 and that the foregoing transcript has been prepared by me
9 or under my direction.

10

11

12

148

14

i)

16

17
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20

21
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24
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Page 1 Page 3
UNITED STATES SECURITIES AND EXCHANGE COMMISSIDN 1 CONTENTS |
2
In the Matter of: ) 3 WITNESSES EXAMINATION
) File No. FW-03686-A 4 Jon Carter Vaughan 4
PARALLAX INVESTMENTS, INC. ) 5
& EXHIBITS
WITNESS: Jon Carter Vaughan 7  EXHIBITS: DESCRIPTION IDENTIFIEE
PAGES: 1 through 69 8 16 July 12,2012 subpoena 7 '
PLACE: Texas State Securities Board 9 17 Vaughan background questionnaire 8
1919 North Loop West, Ste. 300 10
Houston, Texas B
DATE: Thursday, August 16, 2012 12
13
The above-entitled matter came on for hearing, 14
pursuant fo notice, at 1;12 p.m. 15
16
17
18
19
20
21
22
23
Diversified Reporting Services, Inc. 24
{202) 467-9200 25
Page 2 Page 4 S
1  APPEARANCES: 1 PROCEEDINGS
2 2 MS. HARRIS: We're on the record at 1:12 p.m.
3 On behalf of the Securities and Exchange Commissioq: 3 on August 16, 2012.
4 JOANN HARRIS, ESQ. 4 Please raise your right hand.
5 BARBARA GUNN, ESQ. 5  Whereupon,
6 Division of Enforcement 6 JON CARTER VAUGHAN
7 Securities and Exchange Commission 7 having been first duly sworn, was called as a witness
8 801 Cherry Street, Unit 18 8  heremn and was examined and testified as follows:
9 Fort Worth, Texas 76102 9 EXAMINATION
10 817-978-6467 10 BY MS, HARRIS:
11 11 Q Do you understand that you will remain under
12 On behalf of the Witness: 12 oath throughout these proceedings today?
13 ROY WASHINGTON, ESQ. 13 A Yes, mdam.
14 18115 Heaton Drive 14 Q And if you would, please state and spell your
15 Houston, Texas 77084 15  full name for the record.
186 281-859-6774 16 A First name is Jon, J-O-N, middle name is g
17 17 Carter, C-A-R-T-E-R, last name is Vaughan, V-A-U-G-H-A-X
18 18 Q Thank you. We've met informally off the :
19 19 record, but again, my name is Joann Harris. I'm an
20 20 attorney for the SEC's Forth Worth office. Joining me
21 21 today, who you also met, and she's not in the room at the }
22 22 moment, is Barbara Gunn. She's an assistant regional
23 23 director, also in the Fort Worth office. And for
24 24 purposes of today's proceeding, we are both officers of

1 (Pages 1 to 4)
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Page 36
Yes, ma'am. And on the phone.
And on the phone.

Yes, ma'am.

0 = 10 W

I won't promise that's all the questions I have .
but T think that helps me a little bit.

Let me ask you generally about the SEC
examination that took place in April of 2011. Do you
remember that?

A Yes, ma'am.

Q And how do you remember that? Did you
participate in that, were you interviewed?

A I did. In the initial examination, seemed likei
there was -- I apologize -- a Frances was one of the
ladies and there were maybe two or three ladies and a
gentleman.

Q Fran Fron?

A Yes, ma'am. They came in for maybe a week, two;
weeks, I don't really recall. But yes, ma'am, I did go
in on multiple occasions and sit with them and answer
questions that they had about whatever they were
reviewing at the time.

Q When I say principal trading, is that a term
that you're familiar with?

A Yes, ma'am.

Q Did you discuss principal trading with the SEC

ab%03601-50ef-485f-hcb9-fdf26acSadb1



1 examiners?

2 A Yes, ma'am.

3 Q And what do you remember from your discussions

4 about that?

5 A I remember that it was a little confusing at

6 the time because coming from the broker—-dealer side,

7 principal trading always meant having a proprietary

8 brokerage account. Now, we don't really trade for our

9 own account at Tri-Star Financial, but just having that
10 account meant if bonds come in and hit that account and
11 then you mark them up, that's a principal transaction.
12 And so on the Tri-Star Advisor side that
13 question came up: Are you principal trading? Which I
14 believe we said we don't think we're principal trading
15 because Tri-Star Advisors doesn't have a trading account.
16 We have an omnibus allocation account, but we didn't have %
17 any principal trading account. |
18 And I'm not sure if it was before or after
19 that, I know Kelly Durham, our CCO, had gone to SEC
20 conference -- I don't remember if it was a week before oré
21 a week after, but sometime in there -- ﬁ
22 Q Around the examination?
23 A Around the examination —-- that she came back
24 and said, There's something funny here with the principal |
25 trading and we need to kind of look into it a little |

ab803601-50ef-485f-bcb9-fdf26ac5adb1
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more. And we have our outside compliance consultant that |
we hired from day one to get everything right. We
contacted her after your initial examination and we sort
of delved into a little bit more, and that was the point
where we said, Okay, this may be principal trading, not
because we have an account but because Bill has ownership %

of an affiliated dealer. So that was when we kind of

W =1 oy U s W N

became aware of the situation.

9 Q So the first time that you became aware of a
10 potential issue involving principal trading and Section
11 206(3) was at or around the time of the SEC examination
12 and when Ms. Durham went to that conference.

13 A Yes, ma'am. Because she came back and said,
14 We're going to need to look into this rule a little bit
15 more. Because there's some subsets of it that, quite

16 frankly, our compliance consultant didn't catch, and so
i) we investigated it more.

18 Q Who is that outside compliance consultant?

19 A Linda Shirkey. And I apologize, I don't

20 remember the name of her company.

21 Q I understand her firm that she works with,

22 owns, I'm not sure exactly, is Advisor’'s Resource. Does
23 that sound right?

24 Y That sounds right, yes, ma'am.

29 Q Have you persocnally met with Ms. Shirkey over

ab903601-50ef-485f-bch9-fdf26ac5a4b1
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the years about compliance issues with respect to
Tri-Star Advisors?
A Yes, ma'am. We try to get together -- well,
it's only now three years in, but it seemed like we did a |
semiannual or annual review just to kind of talk about
the changes in the rules and the regs, what we needed to

be aware of. Now, we've been in more communication with

W ] o ok W N R

her lately, obviously, regarding the rule 206(3), the
9 principal trading rule.
10 Q Did you ask Ms. Shirkey how come she hadn't

11 caught this earliexr?

12 A Yes, ma'am, I did.
13 Q What did she say?
14 A She said the rule was stated there kind of

15 under the same assumption that without a proprietary

16 trading account, and it was sort of a subset of that, the |
LiF control interest factor, and that was one that I can

18 understand can be overlooked but makes me wonder do I

18 need to have two compliance consultants. But we caught

20 it, we corrected it, and so I feel confident now that we
2] won't have any sort of oversights on those things.

22 Q Okay. Well, just to give you a little bit of

23 context, I understand that post SEC examination, Tri-Star:
24 Advisors and Tri-Star Financial has changed its process a |

25 bit on how it actually brings in these CMOs and handles
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things before i1t moves off to the brokerage side of the
account.
Q So are there any -- under the new process are

there any additional steps like disclosures consents
that -- for advisory clients that folks at Tri-Star
Advisors has to go through now to get a markup on a CMO?

A Yes, ma'am.

oo 3y s W N

Q Can you walk me through what you understand

9 those to be.
10 A Yes, ma'am. With the help of Roy and Linda, we
11 went through and drafted a document you may have seen,
12 and it's a consent form, and what we disclose on that for é
13 our advisory clients, if I buy a bond through Tri-Star
14 Financial, okay? -- and in order to be a principal -- it
15 doesn't matter; it's a principal trade if it touches

16 Tri—-Star for a nanosecond, so —--

17 Q Tri-Star Financial.

18 A Tri-Star Financial for a nanosecond it's a

19 principal trade, and we recognize that. So what -- the
20 process we changed was we created the document -- Linda

21 and Roy did, technically, that discloses very clearly,

22 here's the security description; here is the best —--

23 the -- whether we bought or sold, the best price
24 available, the actual price paid, so the best price
25 available would be disclosed in there, and I'm just going f

ab803601-50ef-485f-bcb9-fdf26ac5adb1
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1 to use this as an example: 99 cents, which would be
2 where Tri-Star Financial bought the bonds, and then the
3 actual price paid would be par or 100, which the client
4 has paid -~ the advisory client. And on $100,000, that
5 equates to $1000.
6 We show markup/markdown. I put in there $1000.
7 I email it to my advisory clients. They have to consent
8 back to that that trade is acceptable before settlement.
9 If they don't, the trade gets canceled and it gets
10 allocated away to somebody else.
L4, And so they have to consent back after seeing
12 all the full disclosure, and we implemented that -- I
13 think I kicked that off with my people back in October,
14 and I didn't have any issue. Everybody's fine with it;
15 they continue on.
16 o So I take it that this —-- the new procedures
13 getting the client's consent to these markups -- it
18 sounds like that process, at least as far as you're
19 concerned, seems to be working pretty well?
20 A Yes, ma'am. There's a little discontent from
21 my clients who —-—
2P Q Like what?
23 A You know, the reason they wanted to move to the
24 advisory, so I didn't have to get permission every time,
25 and now I'm still having to get permission. But in the

ab903601-50ef-485f-bch9-fdf26ac5adb1
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1 bond market we're not trading all day every day like a
2 stock kind of thing. We may buy one bond a month; you
3 know, two bonds a month.
4 So for the most part it's not impacting my
5 clients overly, because I send them one email.
6 Settlement day on bonds is usually a week or two weeks
7 out, so -- and I know most of the time if they're on
8 vacation; anymore they get emails -- everybody with
9 technology, they get email.
10 So a little discontent, but most of them
11 understand the process. I was very clear about the
12 issue. I said, Here's the problem. You know, I'm an
13 owner of Tri-Star Financial and also of TSA, which we
14 disclose in all of our initial meetings with clients.
15 In the asset management agreement it's stated
16 in there in all of those things, and we go over that
T verbally that I'm an owner of both; I'm going to be
18 compensated both sides, you know.
19 And so we go over that, so they're aware of it.
20 Nobeody's really had any issue other than I've had to
21 cancel one trade, and the guy was on vacation. He was a
22 little angry about that.
23 I said, Well, I apologize; that's Jjust -- we'llf
24 get you the next bond.
25 Q Right. I'm handing you a document that's been

ab903601-50ef-485f-bcb9-fdf26acSadb1
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THE WITNESS: Roy Washington. I apologize.
BY MS. HARRIS:
Q I just want to -- in this letter, on the first
page, there's a reference to a term called riskless
principal -- let me read the sentence, and it's actually

the first full paragraph at the bottom of the first of

this exhibit, on page 2948.

D 4 & oW N R

The sentence goes, "While TSF, when acting as a :
9 dealer, has engaged in principal transactions involving

10 markups and markdowns for the brokerage account clients,

11 the firm has done so almost exclusively on a riskless

12 principal basis."

13 Help me understand what you mean by riskless

14 principal.

15 A Yes, ma'am. Most larger brokerage houses --

16 and all of the big Wall Street firms, for example -- holdi

17 proprietary accounts, and so what they'll do is they'll .

18 hold proprietary securities.

19 They may own -- if you're a primary

20 broker-dealer, you trade with the US government, so

21 you're required, for example, to buy US Treasuries at

22 every auction from the US government.

23 So they'll own Treasuries, they'll own

24 corporates, they'll own mortgage securities and

25 collateralized mortgage obligations and munis; a billion

abh3803601-50ef-485f-bch3-fdf26ac5adh1
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dollars or whatever the number is worth of inventory. R
We're not that large, so we don't have the
luxury of being able to buy a bond and sit on it and
trade it as a proprietary security. So when we say
riskless, generally speaking we have an idea, and we at
Tri-Star Financial -- I'll have my client list for all ofg

my broker-dealer clients, my Tri-Star Financial clients.

o ~J o o= W N

And I'll say, Okay. As I go through the

9 accounts I'11l add up and say, I could probably buy a
10 million dollars' worth of Dallas, Texas, municipal bond.
11 And I'll go to Debbie Johnson in this case, who happens
12 to be my municipal bond trader, and I'll say, DJ, I need
13 about a million bucks' worth of this bond.
14 I've already -- I already know that my
15 clients -- because we're talked about it -- will buy
16 those million dollars, so when DJ buys the bond, I call
17 all my clients, say, I bought this, and they say, Buy me
18 100, 100, 100, and then the trade is done,
19 Where it becomes a risk principal transaction
20 is when DJ goes out on her own accord and says, I'm just
21 going to buy a million of this, because I think it's
D valuable, and then I'll see if you guys can sell it down
23 the road. Right?

24 S0 we already have orders in hand for

25 securities before she actually transacts with the street,

ab803601-50ef-4851-bch9-fdf26ac5adb1
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and that's why it's riskless, even though that's -- you
know, things can happen. The client wakes up and says,
No, I changed my mind. Then it becomes a risk. But
generally speaking we already have orders in hand before
we go out to the street, because we don't have inventory
to put them anywhere.

Q Right. How frequently does it happen when the

O N oy Ul W N

situation you just described, you don't have orders in

9 hand -- you said DJ just goes out and buys stuff,
10 thinking it's a valuable buy. How often does that
Il situation occur?
12 A Rarely. And if it happens, it's a very small
13 piece. It won't be anything of substantial size. We're
14 a very small broker-dealer, so I think the most inventoryz
15 we can carry is about a million dollars' worth. |
16 It might be a bond that's $50,000 in size that
17 DJ will get off of a bid list, or Leslie, in the case of
18 mortgage securities, she's always bidding mortgage
19 securities at prices she thinks are -- that we would be
20 interested.
21 She may win some; she may not win some. When
22 she does, she'll say, Hey, guys. I just bought this
23 bond. Who has an interest? And then all the brokers

24 look arcund and go, Oh, yeah, I can take it. But it's

25 usually 50 bonds, 100 bonds. It's not anything of any
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1 massive size.
2 Q I want to focus your attention on the second
3 page of the letter; it's Bates-stamped 2949.
4 A Yes, ma'am.
5 Q There is a paragraph starts about the middle of |
) the page; it starts out, "Most advisory clients of h
7 TSA" -- do you see that?
8 A Yes, ma'am.
9 Q If you go down in that same paragraph about
10 five lines, toward the end of that line, I'm just to read f
11 a sentence to you.
12 It says, "Mr. Payne and I have been specific in ;
13 our discussions with clients and potential clients that |
14 fixed-income securities placed in TSA client account
2y would continue to be obtained through TSF and would be
16 charged both an investment advisory fee, through TSA, and :
17 a markup or markdown on each transaction through TSF."
18 Do you see that?
18 A Yes, ma'am.
20 Q Okay. As I read that, it sounds like this is
21 something that you are purporting to tell the examiners
22 that, hey, historically we've been very clear with our
23 clients -~ advisory clients that if we're going to engage ||
24 in these types of transactions, because of the affiliated €
25 nature of Tri-Star Financial and Tri-Star Advisors,

ab903601-50ef-485f-bcbo-fdf26ac5adb
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you're going to get charged two fees on a single
transaction. Is that fair?

A Yes, ma'am.
Q Can you explain to me in a little bit more
detail the specific circumstances in which you would have :

those discussions? At what point in time of the client

relationship, at what point in time -- you know, right
before a trade? -- did you have these type of discussion?
A Yes, ma'am. In our -- from day one in our

asset management agreement we had multiple disclosures in;
there that we're going to transact through Tri-Star
Financial. It was also disclosed several times -- and I
don't know the number -- in our ADV.

One of the things that I did personally is as I§
would have clients come in, even if they were existing |
Tri-Star Financial clients, or if they were new prospects |
coming in, one of the key things I would do is I would
hold up my asset management agreement and say sort of a
specific thing I always like to cover.

I would say that this is a contract with me to
manage your money for 1 percent a year, whatever the
number was. But I would always emphasize; I said, This
is not a binding agreement. I want you to review it,

make sure you're comfortable with it, because if you wake ||

up one day and say, I'm going to go work with another

ab903601-50ef-485f-bcha-fdf26ac5a4b1
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advisor, there's nothing in here that binds you tc you
have to work with me for five years or I charge you some
penalty.

The other disclosure that I always said
verbally and still do when I have new clients come in 1is,
And also in here is the fact that I own both Tri-Star
Financial and both Tri-Star Advisors, and therefore I'm
going to be compensated twice. And that's exactly what IE
would say, and they say, Okay, we understand that. |

And I say, Because Leslie's doing her job, and
DJ and Chamie and all the traders; that's the
compensation that helps cover having the trade desk in
house versus relying on Fidelity and Merrill Lynch and
people to find me the best bonds. I trust my people
more.

And so we would have that verbally with them.
And since we've had to do the disclosure forms, I have
100 percent of my clients who have -- as in all of them
have done the principal consents where I've sent them, so |
they were -- they are aware of that from the get-go.

Q We talked a little bit about the consent
process, the new procedures, and you seemed to indicate
that they generally overall seem to be working pretty
well.

A Yes, ma'am.

ab903601-50ef-485f-bcba-fdf26ac5a4b1
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Q I think you gave one example where you had to
cancel something because a client was on vacation. He
wasn't happy about it, but, you know, that's just --

A That's the rules.

Q -- the way it goes sometimes. What is your

understanding of any additional review or any review at

all of these particular consent forms? Is there a

O - o U W N

process in place that you're aware of that somebody like
S Kelly Durham actually goes behind you and confirms that

10 all the consents and disclosures, et cetera, have been :

11 filled out before settlement date and that type of thing? |

12 A Yes, ma'am. She -- I'11 tell you my -— I'1l |

13 start off with my perscnal process and then as it leads
14 to her review.

15 I have my cash flow sheet which shows all my

16 client accounts for the advisory firm. 2And when I'm

17 allocating securities, I note the amount of security for

18 each of those clients who it's suitable for.

19 And then I've got little check boxes on the

20 left. It's real high-tech stuff here. It says S for

21 sent, R for received. And so when I draft the document

22 which shows all the markup and all the bond description,

23 I draft all those, save them in a separate file, then I

24 emall all those.

25 And once I email each one, I check off that I
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sent it, and then once I start getting responses, I checki
off that I receive. And then, you know, as we get
closer -— I always have a few laggers who -- you know,
ch, I saw the email; yeah, you need to respond.

I'1l call them with a followup and a followup
email as well to make sure that they get that in prior to |

settlement date.

@O J oy Ul W N e

Once that's done -- and my understanding is --

9 I know we've had two quarterly reviews. Kelly will take
10 the reviews, and I believe Roy actually reviews those
11 with her on a quarterly review; they check it and they
12 make sure, and they go back through all of the emails
13 that I -- I cc Kelly on all these sends and receives and
14 when I respond to those.
15 And when I get receipt of those from my clients;
16 who say, Yes, I consent, or It's okay, or whatever the |
17 case is, I forward that to Kelly, and then she runs those
18 off, and she'll go and make sure that the securities that
19 we did buy were indeed consented to prior to the actual
20 settlement date.
2F MS. HARRIS: Let's go ahead and take a short
22 break now. Let's go off the record; I think we're
23 winding down.

24 (A brief recess was taken.)

25 MS. HARRIS: Let's go back on the record.

abh903601-50ef-485f-bcby-fdf26ac5adb1
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T ———

Mr. Vaughan, we don't have any more questions
at this time, but I think your counsel has indicated he

may have a clarifying question, so I'll let him go ahead.

MR. WASHINGTON: Okay.
Okay. During the testimony, Mr. Vaughan, you
mentioned that Kelly Durham, your chief compliance

officer for Tri-Star Advisors, had picked up some

DB N oW
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additional information about principal transactions
9 shortly after having some conversations on the é
10 preliminary examination with the SEC staff about their

11 pending examination.

T ——

12 And you mentioned at that conference -- you

13 identified it as being an SEC conference. And I think it
14 was actually NSCP conference. 1Is that correct?

15 THE WITNESS: I don't know. It was a

16 compliance conference. I don't know what the label was.

e

17 I thought it was an SEC, but it was a compliance

18 conference, and that's when she came back when she

19 addressed that we may -- and Linda included ~-- may have

20 missed a principal trading component of the ownership %
21 thing, and so that -- in her discussions there. |
22 So if that's what it was, I'm not sure how to

23 clarify that for the record, but it was a compliance
24 conference of some sort related to principal

25 transactions, and that's where we kind of got the first

B T B e e

ab903601-50ef-485f-bcb9-fdf26ac5adb1



W -~ s W N

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Page 67
awareness that we might have an issue.
MR. WASHINGTON: Okay. Excellent.
BY MS. HARRIS:

Q But you're not sure who was the sponsor of that j
conference.
A No, ma'am.

Q Because you didn't attend.
A No, ma'am.

MS. HARRIS: All right. Well, I think we are
done with our questions for today. Mr. Vaughan, we may,
however -- there's always a possibility we may call you
again to testify in this investigation. If that becones
necessary, we'll be in touch with you through Mr.
Washington.

Mr. Vaughan, do you wish to clarify anything or f
add anything to the statements you have made today?

THE WITNESS: I don't believe so. No.

MS. HARRIS: All right, then. Well, we are off |
the record, then. J

(Whereupon, at 2:48 p.m., the hearing was

concluded.)
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PROOFREADER'S CERTIFICATE

In The Matter of: PARALLAX INVESTMENTS, LLC

Witness: Jon Carter Vaughan

File Number: FW-03686-A

Date: Wednesday, August 16, 2012
Location: Houston, TX

This is to certify that I, Donna S. Raya,
(the undersigned), do hereby swear and affirm that the
attached proceedings before the U.S. Securities and
Exchange Commission were held according to the record and :
that this is the original, complete, true and accurate
transcript that has been compared to the reporting or

recording accomplished at the hearing.

(Proofreader's Name) (Date)
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1 CERTIFICATE OF REPORTER
2 I, Leslie Berridge, hereby certify that the
3 foregoing transcript consisting of 67 pages is a
4 complete, true, and accurate transcript of the
5 investigative hearing indicated, held on August 16, 2012,
6 at Houston, Texas, in Parallax Investments, LLC. I
7 further certify that this proceeding was recorded by me,
8 and that the foregoing transcript has been prepared by me |
9 or under my direction. |
10
11
12
13
14
15
16
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Page 1 Page 3 [
UNITED STATES SECURITIES AND EXCHANGE COMMISSIDN 1 CONTENTS
2
In the Matter of! ) 3 WITNESSES EXAMINATION
) File No. FW-03686-A 4 Kelly Dutham 4
PARALLAX INVESTMENTS, INC. ) 5
6 EXHIBITS
WITNESS: Kelly Durham 7  EXHIBITS: DESCRIPTION [DENTIFIE
PAGES: 1 through 122 8 9 July 12, 2012, subpoena :
PLACE: Texas State Securities Board ] for Durham 7
1919 North Loop West, Ste. 300 0 10 Durham background guestionnaire 8
Houston, Texas 11 1 Bates F-TSF-E2948 through 3200;
DATE: Wednesday, August 15, 2012 12 response to SEC examination a0
i3
The above-entitied matter came on for hearing, 14
pursuant to notice, at 1:00 p.m. 15
16
17
i8
15
20
21
22
23
Diversified Reporting Services, Inc. 24
(202) 467-9200 25
Page 2 Page 4
1  APPEARANCES: 1 PROCEEDINGS
2 2 MS. HARRIS: We are on the record at 1:00 p.m.
3 On behalf of the Securities and Exchange Commission: 3 on August 15, 2012.
4 JOANN HARRIS, ESQ. 4 Please raise your right hand.
5 BARBARA GUNN, ESQ. 5  Whereupon,
& Division of Enforcement 6 KELLY DURHAM
7 Securities and Exchange Commission 7 was called as a witness and, having been first duly
8 801 Cherry Street, Unit 18 8  swomn, was examined and testified as follows:
9 Fort Worth, Texas 76102 E EXAMINATION
10 817-978-6467 10 BY MS. HARRIS:
11 11 Q Do you understand that you will remain under
12 On behalf of the Wilness: 12 oath throughout these proceedings today?
13 ROY WASHINGTON, ESQ. 13 A Yes, :
14 18115 Heaton Drive 14 Q Okay. Please state and spell your full name i
15 Houston, Texas 77084 15  for the record. E
16 281-8590-6774 16 A Kelly Durham, K-E-L-L-Y D-U-R-H-A-M, i
17 17 Q Nomiddle aame? g
18 18 A Nomiddle name. %
19 19 Q Okay. Ibetyou getasked that a lot. i
20 20 A Yes. Orit'll say Kelly NMI, mo middle ?
21 21 iniial, i
22 22 Q Okay. Well, we've obviously met prior to going :
23 23 onrecord today, but for the record, I am Joann Harris, §
24 24 and with me today is Barbara Guon. We are both uﬂiter
25 25  of the United States Securities & Exchange Commission ::

1 (Pages 1 to 4)
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;] function?
2 A No.
3 Q Okay .
4 A I wish I did.
5 Q Is there an ocutside consultant or outside firm|
6 that --
7 A Yes.
8 Q -- you look to to assist you from time to time
S in your compliance role?
10 A The Advisor's Resource is our compliance
i consultant.
12 Q And how long have you used the Advisor's
L3 Resource?
14 A Since I started November of '089.
15 Q Whose idea was it to get them involved?
16 A I think it was Marcel's.
17 Q Is there a particular person at the Advisor's

18 Resource that you've used consistently since November

19 20082

20 A It's a team, but Linda Shirkey is the owner ofg
21 the Advisor's Resource. ;
22 Q I'm sorry. What was Linda's last name?

23 A Shirkey, S-H-I-R-K-E-Y.

24 Q Thank you.

25 A I'm sorry. We were just talking about how we

e77f5975-e0ca-45hba-987h-f21795b7762h



Page 30 §
A Okay. What happened was we got the call from
Fran and Kyle -- I got a call like a Friday afternoon,
letting me know I was going to get the —-- the examination ;
letter was coming -- initial call. |
And so as they were going through, they had a
couple questions, and we were going through the

questions, and Kyle said, Do you do principal trades?

@D ~J o U = W DN

And I said, No, we do riskless principal trades. And so

9 he kind of said, Okay, but you're on the broker --
10 investment advisor, blah, blah, blah. And he said, We'll;
11 tag this and we'll follow up on this when we come out. |
12 So I was kind of like, Okay, there's a guestion ;
13 here —-- because I didn't know the answer -- this is |
14 weird. So then I got to my NSCP conference that

15 following week --

16 BY MS. GUNN:

17 Q Before we get to the conference --

18 A Sure.

19 Q == I didn't understand the question that you

20 didn't know the answer to. What was the question?

21 A Oh, when he asked about do we do principal
22 trades.

23 Q Right.

24 A And I said, We do riskless principal trades.

25 And so he kind of —-—
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1 MR. WASHINGTON: Who are you speaking of there?f
2 THE WITNESS: Kyle. :
3 MR. WASHINGTON: I mean, which entity were you
4 speaking of that's doing these principal trades?
5 THE WITNESS: Oh, I was speaking of Tri-Star
6 Financial. Well, that was my perception of it, because
7 what I had learned at Tri-Star Financial was that we did
8 riskless principal trades, that because it came right
9 into the inventory and then was immediately out, that
10 they were never taking ownership of it, was my
11 understanding of it. So I gave that to Kyle as our —- we z
12 do riskless principal. i
13 So he's kind of like, Okay. And I -- we went
14 back and forth. I'm like, No, we don't; I don't
15 understand what you're talking about. So then he said,
16 We'll follow up on that when we come out there next week.
17 MS. GUNN: Okay.
18 THE WITNESS: Sorry.
1.9 BY MS. GUNN:
20 Q So then he asked -- inquired about an area, and é
21 you didn't really understand the question.
22 A Correct.
23 Q And so you agreed that --
24 A We'll follow up on that when you come out here.
25 Yes

e77f5975-e0ca-45ba-987b-{21795b7762b
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BY MS. HARRIS:

Q So this was before they started their field
work, clearly.

A Correct. Yeah, initial phone call. So it was
kind of like, Okay, that's something I don't really
understand.

So then I went to the NSCP conference, and I
was in one of the classes, was in there, and they were
talking about doing kind of principal trades, where it's
coming in and how it was executing.

So I stick my hand up and said, Hey, we have

trades that come into our inventory, and they go straight;
cut to the customer, and they don't -- there's no stop in%
between.

And this guy stands up and goes, Here's my
business card. You're in violation of 206(3)-T. And I'm'%
like, Holy crap -- or holy -- you know, whatever; I was |
panicking at that moment.

MR. WASHINGTON: Words to that effect.

THE WITNESS: Yes. He gives me his business
card, and he's a lawyer, and he's like, You're going to
need my number.

So I take off from the seminar. I'm like, Holy;
cow, they're going to be here in a week. And I start |

blowing up the guys. I'm like, I don't know. He just

o o ——— r sy
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1 gave me his card. And then so that's kind of how I found
2 out about principal trading.

3 So then when the auditors came in, I went

4 straight in to them and said, Hey --

5 BY MS. HARRIS:

6 Q By auditors you mean the examiners?

7 A I'm sorry. Yes, the examiners. Yes. And I

8

said, Hey, I didn't understand this question, and then I
9 was at the seminar, and then they had brought it up to
10 Bob Falkenberg. They had started with Parallax for

§

11 the -- they started with Parallax in the examination. §
12 So then I went right in and said, Hey, I i
13 didn't -- this doesn't make any sense to me. I think we g

14 have a problem. What do we do?
15 And so we had already started that weekend

T —

16 going through all the text of 206(3); that's when we

17 called our Advisor's Resource and started going from
18 there.
19 Q Okay. Did you or did the firm ultimately

20 engage this attorney that raised his hand at the

R A PR S R R R

21 conference and gave you his business card?

22 A No. We engaged Roy. '
23 MR. WASHINGTON: You engaged Linda initially ——;
24 THE WITNESS: I mean —-- that's what I meant.

25 Sorry.
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1 Q 0ld process or new process: Does Tri-Star
2 Financial trade these CMOs for its own account? You
3 know, not necessary for a client but just for itself?
4 A No.
5 Q Has it evexr?
6 A No. I just --
7 Q Did you want to clarify something?
8 A I just wanted to clarify that, tooc. I think
9 that there could be a little -- a chance that they traded
10 for their own account. I don't see it ever —-- I'm not
11 saying this right.
12 MR. WASHINGTON: If it occurred, it was
12 minimal.
14 THE WITNESS: If it occurred, it was minimal.
15 MS. HARRIS: Okay.
16 BY MS. HARRIS:
17 Q But it's not a regular course of business.
18 A No. It'd be an exception or rarity.
15 Q You mentioned the terminology riskless
20 principal trade. Can you elaborate a little bit on kind
21  of what that means to you?
22 A That when they're going out to the street to
23 buy a bond, that bond's going to go into the 604
24 inventory. It's immediately allocated back out to the
25 customer, so in my understanding of it, it was that we
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Page 38
were never holding the position long enough to exercise
any risk, like it could move against us, move forward,
because it had already gone ocut to the customer.

Q Okay. What do you understand the concept of an%
agency trade and how does that differ from what you just
described?

A BARgency to —-- let's see. Agency 1s when the
advisor is acting --

MR. WASHINGTON: No. Agency is —-- there's a
difference between agency and principal transaction, is
what she's asking.

THE WITNESS: I'm trying to remember.

MS. HARRIS: Well, again, we want our witness
to answer, so if she has an understanding what agency
trade means --

THE WITNESS: Think about it. Let's sece.

MR. WASHINGTON: But I think there's just --
that terminology piece was what I wanted to clarify.

MS. GUNN: I'm sorry. I'm having trouble
hearing you, so I think the transcript is too.

MR. WASHINGTON: I'm sorry. I djust wanted to
clarify the terminclogy piece, because I think that
there's a kind of difference in the speak. There are

some internal business kind of lingo that they use to

explain some processes internally that don't capture the

e77f5975-e0ca-45ba-987b-f21795b7762b
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MR. WASHINGTON: Just the brokerage clients.
BY MS. HARRIS:

Q These are just the brokerage client accounts,
not the advisory, TSA accounts.

A Correct.,

Q When was this new procedure put in place,
approximately, using the allocation accounts?

A June or July, I think. Yeah. Around -- a
little after -- it says August, so right about the same
time.

Q And, again, kind of sticking with that same
ticket procedures page for fixed-income securities,
there's a box at the bottom called Market limits,

fixed-income securities. Do you see that?

A Yes.

Q Do you know where those percentages came from?
A Those were set by the board.

Q Ckay. &And is the board, again, Payne, Vaughan,

Bott, and Gaylord?
Yes.
The board of Tri-Star Financial.

Financial.

0o = 0

Now, were these new percentage limits or were
these just historical ones that are just --

A We had actually backed them down a little bit

e7715975-e0ca-45ba-987b-f21795b7762b
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Q It's on to say that "at least 95 percent of the i
transactions have been riskless principal transactions |
rather than market making."”
Do you know where that 95 percent comes from?
A I think we just estimated, because really that
whole not-a-riskless-principal thing would be such a

random occurrence that we just sort of estimated it.

QX J o ok W =

Yeah.
9 Q And then if you would turn to the second page
10 of this letter, it's Bates-stamped -2949.

2% A Uh-huh.

12 Q It's the second full paragraph that starts out,
13 "Most advisory clients at TSA" -- do you see that?

14 A Ves

15 Q Going down about three sentences, toward the

16 middle, I'll read the statement -- I'll read the sentence f
17 into the record, and I'll ask you a question. %
18 It says, "Mr. Payne and I have been specific ins
19 our discussions with clients and potential clients that

20 fixed-income securities placed in TSA client accounts

2 would continue to be cbtained through TSF and would be

22 charged both an investment advisory fee through TSA and a |

23 markup or markdown each transaction through TSF."

24 Do you see that sentence?

e77f5975-e0ca-45ba-987b-f21795b7762b



Page 63
Q Okay. I realize that Mr. Vaughan is signing
this letter, but I was just wondering if you had any
understanding of what is meant by "specific in
discussions with clients and potential clients"?
A Well, mest of our clients came from the
broker-dealer, so they were familiar with the way trades

were placed. When they're in there with a new potential

QO I & U = W N

advisory client, they explained the fee; they explained
9 the markups; they explained that it's 1 percent -- or 1

10 point lower.

T And the clients -- they -- it's a pretty -- it

12 comes up automatically; it's an easy conversation. It's

13 just kind of par for the course, I guess.

14 Q Okay. And how do you know that, that they --

15 A I've sat in, like to do the paperwork on some

16 of their initial client appointments and what-not, so

17 I've heard them do it.

18 Q Do you know -- go ahead.

19 A I would just say the clients usually bring it

20 up, and they're very accepting of it. They're like,

21 Okay, cool. They want management so that they don't have;

27 to be involved in all the day to day of the account.

23 Q And when you say the client brings it up -- I

24 mean, can you give an example of how the client brings up f

25 this issue®?

e77§5975.e0ca-45ba-987b-f21795b7762b
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A Like they'll go, Oh, what's the fee to be
managed? And then they'll say, Well, 1 percent. And
then, Well, do I still pay commissions to you or how do I f
go? And then they'll explain the commission is lowered

by 1 point, unless we go and buy directly from a dealer.

Q And when you say commission, that alsoc means
the markup?
A Correct. Yes. I'm sorry.
Q So many terms.
A Yes.
Q Besides oral disclosures and conversations with |

clients and potential clients, were there written
disclosures to the same effect that disclosed the same
information prior to the SEC exam?

A We had thought that the disclosures made in our E
ADV were sufficient, so we had attempted to make those |
disclosures in the ADV, which everybody gets at that
initial meeting.

Q Okay.

A And also our trade confirmations all do
disclose the capacity the trade was processed in. So
that was what we thought was the time-of disclosure.

Q And what does the trade confirmation have on
it?

A The capacity that the trade was entered, the

e77f5975-e0ca-45ba-987b-121795b7762b
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1 gross, the net -- what else is on there? I think that's
2 it.
3 MR. WASHINGTON: There's a general =-- but it
4 does say capacity; there's a code and then there's
5 explanatory information on the back.
6 THE WITNESS: And there's a number, then you go i
7 on the back and it tells you --
8 MR. WASHINGTON: It explains that there's a
9 number 2, there's a cap; it just says cap, but then a
10 little asterisk or a little star thing there, and that
11 has a 2 in there, and that 2, when you go back to the
12 information side of it, it explains that that meant that
13 the TSF was acting in a principal capacity with respect
14 to -- it explains the capacity, all consistent with
15 10b-10 requirements on the broker-dealer side of things
16 on the confirmation piece.
17 BY MS. GUNN:
18 Q Now, when you say the gross and the net, gross
19 what? |
20 A The gross —-- how do I say this? Am I saying it }
21 wrong? If you bought a bond for 25,000 and it was
22 factored down, it would be -- we'll say it was 24-. And
23 then your interest is going to add on, so the -- the
24 total of your net would be the original principal amount %
25 plus your interest is your net. %
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Q Okay. Is the markup disclosed?
A No.
MR. WASHINGTON: On the confirmation we're
talking about now. Right?
MS. GUNN: Yes. E
MR. WASHINGTON: But there's a spot on it where

it will ask -— it will identify commissions, and it will

O ~J & U ol W N

say zero, zero-zero on the commission side and the

g capacity in which they were acting was principal, and

T then the amount will show the dollar value per unit, and
11 then it will show, you know, the total amount.
12 That dollar value per unit that's there will

13 include the markup.

14 MS. GUNN: Right. The dollar value includes
15 the markup; it does not include how much Tri-Star

16 Financial's got it for.

17 MR. WASHINGTCN: It -- yes, it does not on the
18 10b-10. ©On the 10b-10 confirmation that's not there.

19 MS. GUNN: Okay.

20 THE WITNESS: Sorry. I think the gross amount

21 was the wrong word to use.

22 MR. WASHINGTON: Not a problem.
23 BY MS. HARRIS:
24 Q So on the face of it, if I'm a client, I can't

25 calculate the markup that TSF receives on a particular
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1 trade by looking at the trade ticket or trade
2 confirmation.
2 A Right.
4 Q Going back to the Form ADV, do you remember
5 what the disclosures -- and, you know, we can procbably go %
6 get a copy; I'm sure you guys have a copy, but I just ﬁ
7 don't have one with me today. _
8 But I'm talking about the Form ADV prior to the E
9 SEC examination. I know the ADV might have changed since f
10 then. But were there any particular disclosures that you
11 remember that disclosed the relationship between Tri-Star é
12 Advisors and Tri-Star Financial? ;
13 A Yeah. I'm pretty sure -- an old one wasn't in
14 here? Because it did say --
15 MR. WASHINGTON: That would have been the new
16 one; that would have been -- the changes to the ADV would §
17 have been appended there. ?
18 THE WITNESS: 1Is it okay if I look in the stufff
19  that I brought? :
20 MS. HARRIS: We can look at it at a break if
21 you want. I was just asking if you recalled off the top
22 of your head.
23 THE WITNESS: Yes. I do recall there being
24 something in there about the trades are processed through |
25 Tri-Star Financial. If you don't want to do this, you
e —— I — I,
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3: may get services at a better price elsewhere; just a very E
2 general statement.

3 MR. WASHINGTON: Should have been a full kind

4 of disclosure about their potential conflict of interest

5 in a relationship --

5} THE WITNESS: Yes.

7 MR. WASHINGTON: -- but there wasn't a

8 principal transaction directly piece.

9 THE WITNESS: I think there was a part about

10 the owners of TSA are also owners of TSF, that kind of

y k| thing.

12 MR. WASHINGTON: The different compensation

13 flows and —--

14 BY MS. HARRIS:

15 Q And continuing on this same page of the letter
16 a little further down, there's a paragraph that talks

17 about the week prior to the SEC examination. Do you see
18 that bottom paragraph, very bottom paragraph?

19 A Yes.

20 Q Again, you actually note the National Society
21 of Compliance Professionals meeting that you attended.
22 Is that an organization that you're a member of?

23 A Yes.

24 (o] Okay. How long have you been a member of that

e77§5975-e0ca-45ba-987b-f21795b7762b
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A Since 2010.

Q Now, is this regional meeting -- is that
something that's done annually? Is it done quarterly?

A It's an annual meeting, but they have many
other ones.

Q And you the only person from Tri-Star Advisors
that attended that meeting?

A Yes.

BY MS. GUNN:

Q Where was it held?

A Dallas.

BY MS. HARRTIS:

Q Did you retain any of your registration
materials or any certificate or attendance or
participation at that conferxrence?

A They gave us a whole binder of stuff, and T
have the receipts from it -- from that. 1

MR, WASHINGTON: They usually publish a list of%
attendees as well. Do they still do that? ‘

THE WITNESS: Oh, yeah. On the back -- it was
in the binder, too. Yeah. There's a list of --

MS. HARRIS: Well, if you've got something
that, you know, will sort of demonstrate or show us that
you actually did go and that type of thing --

THE WITNESS: Okay.

il
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1 MS. HARRIS: =-- that would be helpful for us.
2 So, Roy, if you could put that as a note of
3 something that we'll need to follow up on, that would be
4 great.
5 MR. WASHINGTON: Most definitely.
6 MS. HARRIS: Thank you.
7 MR. WASHINGTON: Still happen to have the
8 business card of that person?
9 THE WITNESS: I might.
10 BY MS. HARRIS:
G Q Okay. Moving on to page -- the next page,
12 2950, there's a heading called Corrective Actions Already |
13 Taken. Do you see that? '
14 Yes.
ks, Q Okay. Let's kind of walk through these. I
16 think the first one -- you've already walked us through
977 the new --
18 A Consents.
19 Q -- consents and disclosure. That's right.
20 Those procedures.
21 And you note that the attachments A, B, C, and
22 D are copies of the required forms, and these forms are
23 currently in use.
24 A Yes.
25 Q This was as of -- this letter was as of

e77f5875-e0ca-45ba-987b-f21795b7762b
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November of 2011. Is the firm still using those forms?

A Yes.

Q Okay. Have you added or modified --

A No.

Q -- any forms? You note, Second, we have

recently amended and filed =--
MS. GUNN: Before we go to the second one --
MS. HARRIS: Sure.
BY MS. GUNN:

Q In the discussion of the disclosure notice
documents, you indicate that -- or the firm indicates
that on occasion they take the consent verbally and that:
it's documented. Who does that documentation? 5

A The advisor will do the documentation, but we
have not had that -- that has not happened. That's a
worst—-case scenario. I want it written. :

MR. WASHINGTON: But a recognition of the ruleé
doesn't require the consent to be in writing, and that
email followup was to be documentation for the firm.

THE WITNESS: Right.

BY MS. GUNN:

Q Well, and that's what I was trying to
understand, is what their documentation is and how they

do it, who reviews it and so on.

A Correct. Even if they did get a verbal

e — = - T p— — ———

e7715975-e0ca-45ba-987b-f21785b7762b



o 0 ~J o U & W N

NN OB R R R R R R e e
H O W O~ oUW N R O

22

Page 88
more information on the post-execution. They're just
dealing with the best-case information available prior to;
execution.

BY MS. HARRIS: |

Q Let's go back to the letter, the vexry beginning i
of this exhibit. And the Corrective Actions Already
Taken section, which is on page 2950, and basically what
we've done here is we've covered the second, third, and
fourth corrective action, which basically the reasons
listed here, which is to show revisions to prior
disclosure in some different places where the new
policies and procedures related to principal trading has
now been reflected.

So moving on to the next page 2951, at the very Z
top you -- the paragraph starts out, "Fifth" -- do you i
see that?

A Yes.

Q -- "we reviewed the changes with all TSA
personnel to discuss the procedures both before and after%
implementation to ensure that all steps and documents are %
fully understood and are being implemented correctly and
that personnel are comfortable answering clients'
questions. "

I might have asked you this already before, but ?

how are the procedures going so far as far as

IeT?fSQTS-eﬂca-dSba-SB?h-iﬂ 795b7762b
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taken in. They're all back with plenty of time. We've

only had one that did not consent in time, and we just

1 implementation?

2 Everyone following the procedures?

3 A Yes. Everyone's following the procedures.
4 They're going fabulously. The transactions =—-- the

5 letters go out right after the trade -—- the order is
6

7

8

reallocated the trade and gave it to somebody else. So
9 it was perfect.

10 Q And you said one -- I guess only one incident

1% or one time that this process didn't work correctly.

12 Kind of tell us ~- you went through that kind of quickly.

13 What did -- how did you find out that it wasn't |

14 working correctly, and then what did you do afterward to

15 address it?

16 A Well, we had the trade settled, so we got to

17 settlement date, so usually the day before settlement I

18 go through and make sure I have all the consent letters,

19 and it happened to be one for one of Jon Vaughan's

20 clients.

21 He doesn't use email, and so he had mailed it,

22 and it was the crossing of the mail in between, which is

23 really hard with a couple of these old guys that refuse

24 to use email, and it just -- that did not get back in

time --
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1 MR. WASHINGTON: These are funny old guys.
2 THE WITNESS: Sorry, Roy; sorry.
3 So it didn't get back in time, so then we ended [
4 up doing another disclosure letter to someone who had
5 already consented and just added that trade on. Yes.
6 BY MS. HARRIS:
7 Q Okay. Is more Vaughan more receptive to email
8 after that incident occurred? Is he going to try to
9 start using it --
10 A Oh, the client? I doubt that the client will
L use email. Yeah. So what we did is we will just mail
12 them out and extend the settlement date out for people
13 who use mail. 1It's impossible to get a letter back and
14 forth within a week.
5 Q Sorry. I was confused; I thought it was
16 Vaughan that didn't use email, but it sounds like it's
17 this old client --
18 A It's the client.
19 Q ~— that doesn't use email,
20 A Yes.
21 Q Got it. Okay.
22 A Vaughan is an old guy, though.
23 Q I have seen some Vaughan emails.
24 A Yes.
25 Q Okay. And then the next paragraph goes on to

e77i5975-e0ca-45ba-987h-f21795b7762b
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talk about, "And finally we have designed a testing |
program to ensure on an ongoing basis that this change
continues to be in effect. For 2012 our CCO or an
outside consultant hired by the firm will monitor
compliance with these new procedures on a gquarterly
basis."

Stopping there -- again, this letter was

0 - U W N

written in 2011. What has actually happened in 2012 as
9 far as monitoring compliance?
10 A We've had to quarterly principal trading
11 reviews. I check all the trades, like I said, the day
12 before settlement, to make sure everything is done.
13 Q Every day -- or every trade.
14 A Well, every -- I have a calendar, and I then I%
15 just put on my calendar when I have settlements to check%

16 on such—-and-such a date. Yes.

17 Q And who are these quarterly reviews performed
18 by?

19 A Roy Washington.

20 MR, WASHINGTON: Yours truly.

21 BY MS. HARRIS:

22 Q Okay. And does Mr. Washington issue a writtenf

23 report?
24 A Yes.

45 Q Has that been produced to the SEC?
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1 A No, but I have a copy if you would like one.
2 Q Okay. I think we'd like to request copies of
3 those quarterly reviews.
4 A Can I pull it out right now, or do we walt for
5 a break?
6 Q We can do it at a break, but if you'll put it
7 on your list as something we'll ask for --
8 MR. WASHINGTON: Yeah. I know in our
9 conversation I mentioned it to her and then suggested
10 that she have those copies.
11 BY MS. HARRIS:
12 Q Besides the quarterly reviews performed by Mr.
13 Washington, has anybody else besides yourself performed
14 any other type of formal review that's been documented in ;
15 writing somehow?
16 A Linda Shirkey had it in my last annual review.
17 We did my annual review a couple of weeks ago; I want to
18 say a month ago; did the annual review, and then that
19 reflected these principal trade reviews in that.
20 Q Describe to me again what Linda Shirkey's
21 review -—— is it of the firm or is it of you in
22 particular?
23 A Of all of the compliance policies and
24 procedures of TSA, to make sure everything's been

25 followed and done.
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1 MR. WASHINGTON: In compliance with the
2 206(47), Just a requirement for an annual review.
3 BY MS. HARRIS:
4 Q And is Ms. Shirkey's zreport, review, is that
5 documented in writing?
6 A Yes.
7 Q Okay. Is that a document that's been produced
8 to the SEC?
9 A No; bug df ==
10 Q Okay. 1I'd like a copy of that.
£l A Sure.
12 Q Outside of the reviews by -- the gquarterly
13 reviews by Mr. Washington and the annual review by Ms,
14 Shirkey, have there been any other reviews done on
15 compliance for TSA -~-
16 A No.
17 Q -- for 20127
18 A No.
19 Q Sticking with this letter, under the section,
20 Clients Have Not Been Harmed, on the same page -2951, do
221 you see that section?
28 A Yes.
23 Q Three paragraphs down there is a paragraph that E
24 starts out, "As part of our complete review" -- do you
25 see that?

e7715975-e0ca-45ba-987b-f21795b7762b
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PROOFREADER'S CERTIFICATE

In The Matter of: PARALLAX INVESTMENTS, LLC
Witness: Kelly Durham

File Number: Fw-03686-A

Date: Wednesday, August 15, 2012
Location: Houston, TX

This is to certify that I, Donna S. Raya,
(the undersigned), do hereby swear and affirm that the
attached proceedings before the U.S. Securities and
Exchange Commission were held according to the record and E
that this is the_original, complete, true and accurate
transcript that has been compared toc the reporting or

recording accomplished at the hearing.

(Proofreader's Name) (Date)
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CERTIFICATE OF REPORTER

I, Leslie Berridge, hereby certify that the
foregoing transcript consisting of 120 pages is a
complete, true, and accurate transcript of the
investigative hearing indicated, held on August 15, 2012,
at Houston, Texas, in Parallax Investments, LLC. I
further certify that this proceeding was recorded by me,
and that the foregoing transcript has been prepared by me !

or under my direction.
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From: Roy Washington

Sent: Friday, February 15, 2013 3:18 PM

To: R. Joann Harris

Cc: Kelly Durham

Subject: Your Requested Information

Attachments: TARI K TriStar 01.09.pdf; signed contract page.JPG
Hi Joann,

As we just briefly discussed on the phone, here is a copy of the original compliance consulting agreement
between The Advisor’s Resource, Inc. and Tri-Star Advisors. | have also included a copy of the execution page
of this agreement dated February 4, 2009. As indicated in the agreement, both TSA’s investment adviser
regulatory registration effectiveness processing and the development of TSA’s investment adviser compliance
policies and procedures were the key focus areas of the compliance support services to be provided under this
consulting agreement.

Hopefully, you will find this information responsive to your request. Please let me know if you have any
questions on any of this information.

Best regards,

Roy V. Washington, Esq.

CONFIDENTIALITY NOTICE: This electronic message is intended only for the use of the individual or entity
to which it is addressed and may contain information that is privileged, confidential and/or exempt from
disclosure under applicable laws. If the reader of this message and/or its accompanying attachment(s) is not the
intended recipient, you are hereby notified that any dissemination, distribution, or copying of this
communication is strictly prohibited. If you receive this communication in error, please notify us by your e-mail
reply feature, delete the original message and all copies thereof from your system, and destroy all hardcopies of
the message and its accompanying attachment(s).
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Your Compliance Fartner +

AGREEMENT FOR COMPLIANCE SERVICES

This AGREEMENT (“Agreement’) made on January __, 2009, between:

TriStar Advisors, LLC
5718 Westheimer, Suite 950
Houston, Texas 77057
(“‘Advisor”)

And
The Advisor’s Resource, Inc.

2617C West Holcombe Bivd. #522
Houston, Texas 77025 (“Consultant”)

Advisor is engaged in or planning to engage in the business of

financial planning

X investment management
hedge fund management
other

and has its principal place of business at the above address.

Advisor desires to engage the services of the Consultant, as an independent contractor
and not as an employee, to assist in the project as defined in Terms and Services and to
render services on the terms and conditions provided in this Agreement.

Consultant is a compliance consultant with a background in compliance, registration,
marketing and administration of investment advisors registered with the United States
Securities and Exchange Commission and/or state regulatory authorities responsible for
the regulation of investment advisors. Consultant desires to render professional
compliance consulting services for Advisor on the terms and conditions provided in this
Agreement.

THEREFORE, Advisor engages the services of Consultant upon the terms and
conditions set forth herein. In consideration of the mutual promises contained in this
Agreement, the parties agree as follows:

2617C West Holcombe Blvd. #522 - Houston, TX 77025 = 281.397.8550(ph) - 832.553.7691(fax)
www. theadvisorsresource.com
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Consultant will provide assistance as needed and/or as outlined below to Advisor:

Annual maintenance service
X Registration with appropriate authorities
Compliance “Check-up”
Conduct on-site “Mock Exam”
Set up compliance program for firm
X Prepare policies and procedures manual/Code of Ethics
Assist in preparation for examination by regulators
Assist in responding to deficiency letter from regulators
Assist with business strategy issues
Train or oversee staff using IARD system
Ongoing compliance consulting and onsite visit
Other:

Consultant is authorized to engage the services of Linda Shirkey, Jennifer Castillo,
Robin Lanier, Monica Blanco, Jan Huff or other agents, assistants, persons or
corporations that Consultant determines proper to aid or assist in the proper
performance of duties. Ms. Shirkey’s work on Client's behalf will be charged at the rate
of $200/hour. Ms. Castillo’'s work on Client’s behalf will be charged at the rate of
$130/hour, and Ms. Lanier, Ms. Blanco and Ms. Huff's work will be charged at
$100/hour. Fees for other services will be agreed to at the time their services are
engaged by The Advisor's Resource, Inc. Hourly rates for each of the above-mentioned
persons are subject to change.

Consultant will furnish all facilities and equipment that may be necessary to perform
services required under this Agreement.

Hourly rate for consultant and assistant

X Fixed fee for project as outlined in proposal
X As Per Attached Proposal dated January 30, 2009
Other:

Fees are due and payable immediately upon presentation of an invoice. Fees more than
30 days late will accrue interest at the rate of 1.5% per month. Client is responsible for
all filing fees, including IARD filing fees.

The Advisor's Resource, Inc. will charge fixed fees for various services, including, but
not limited to, manuals, compliance setup materials and Advisor/Client contracts. The
Advisor's Resource, Inc. may change hourly rates with 30 days’ written notice.

2617C West Holcombe Bivd. #522 « Houston, TX 77025 » 281.397.8550(ph) « 832.553 7691(fax)
www.theadvisorsresource.com
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Emergency rates, in which Client requires Consultant to work with 24 hours’ or less
notice, on weekends or on market holidays, will be charged at twice the Consultant's or
Assistant’s hourly rate.

Travel time outside of Houston, Texas will be reimbursed at one-half of the hourly rate
of the traveling personnel for a maximum of 4 hours per day.

Expenses incurred by Consultant on Advisor's behalf, or directly as a result of work
conducted for Advisor, will be charged to Advisor. Advisor agrees to pay delivery,
parking, travel and associated moderate meal charges when Consultant must travel to
see Advisor. All such expenses will be fully documented.

Consultant will devote the time that is reasonably necessary for a satisfactory
performance of her duties under this Agreement. If Advisor requires additional services
not included under this Agreement, Consultant will make a reasonable effort to fit those
additional services into her time schedule without decreasing the effectiveness of
performance of duties required under this Agreement. However, the availability of
additional services is subject to the provisions for additional fees for additional services
as discussed in Section |V, above.

Consultant agrees to keep confidential all matters concerning the working relationship
with Advisor, the Advisor’s business information and any information relating to Advisor's
clients. Consultant will shred waste paper relating to Advisor. Advisor further
acknowledges and agrees that any work produced by Consultant in the course of
performing Consultant's duties under this Agreement is the work product of Consultant
and that Advisor will not divulge, disclose or disseminate any such work product without

the explicit written agreement to do so by the Consuitant.

Advisor agrees to provide Consultant with requested information promptly and
completely. Advisor further agrees to promptly review all documents provided by The
“Advisor's Resource, Inc. and to indemnify Consultant for incorrect information provided
by Advisor and submitted on filings. Advisor will respond in a timely manner to all
proposed filing materials, policies or manuals prepared by Consultant. Advisor will make
every effort to follow applicable securities laws and regulations. Advisor will make
appropriate personnel available to Consultant to facilitate Consultant’'s work. Advisor will
maintain copies of all documents filed on its behalf.

2617C West Holcombe Blvd. #522 - Houston, TX 77025 - 281.397.8550(ph) + 832.553.7601(fax)
www.theadvisorsresource.com
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Advisor acknowledges fully that Advisor is ultimately responsible for any and all
documentation filed on its behalf with any governmental entity, whether state, federal or
otherwise. Advisor, by its execution hereof, indemnifies, defends and holds Consuitant
harmless from and against any claims, actions or demands that may result from any
false, misleading or inaccurate information which is received from Client by Consultant.

Advisor further acknowledges that it will hold The Advisor's Resource, Inc. harmiess for
any of its actions in the performance of this Agreement except those acts which may be
deemed gross negligence or intentional acts.

This Agreement may be terminated by either party immediately upon receipt of written
notice by email, FAX or letter. Prepaid unearned fees will be refunded to Advisor upon
termination of the Agreement, excluding out-of-pocket expenses and nonrefundable
$500 Consultant Engagement fee. Advisor agrees to remit Consultant for time
expended to date of termination immediately upon receipt of an invoice. Consultant may
terminate this Agreement if fees are not received within 45 days of mail date of invoices.

All disputes that may arise between the parties regarding the interpretation or application
of this contract and its legal effect must, to the exclusion of any court of law, first be
mediated unless the parties can resolve the dispute by mutual agreement. In the event
mediation becomes necessary, the parties will make good faith efforts to select a
mutually agreeable mediator. In the event no such agreement on a mediator can be
reached, the matter will be mediated through a panel of mediators, with each party
choosing one mediator, then those two selected mediators shall choose the third
mediator. In the event the parties cannot come to a resolution through mediation, then
the matter in dispute shall be arbitrated by an arbitrator mutually agreed upon by the
parties. In the event the parties cannot agree on an arbitrator, then each party shall
select one arbitrator and those two selected arbitrators shall select a third arbitrator; and
the matter in dispute shall be resolved by a panel of arbitrators so selected. Either party
may submit any dispute to mediation thirty days after the other party has been notified
as to the nature of the dispute. The procedures will be governed by the rules selected
by the panel of arbitrators or mediators or the sole mediator or arbitrator. The
proceedings will be governed by the statutes of the State of Texas, and the proceeding
will be held in the city in that state where Consultant’s principal office is located. Any
such arbitration decision shall be binding on the parties. The sole arbitrator or panel of
arbitrators, if any, may award the winning party necessary costs of mediation and/or
arbitration, including but not limited to, reasonable attorney's fees.

The failure of either party to enforce any provisions of this Agreement shall not be
construed as a waiver or limitation of that party’s right to subsequently enforce and
compel compliance with any other provision in this Agreement.

2617C West Holcombe Blvd. #522 + Houston, TX 77025 + 281.387.9550(ph) ¢ 832.553.7691(fax)
www.theadvisorsresource.com
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This Agreement constitutes the sole and only agreement of the parties and supersedes
any prior understanding or written or oral agreements between the parties respecting
this subject matter.

The parties acknowledge that the following items, and the terms stated therein, are
incorporated into this Agreement and are made a part hereof for all purposes:

item No. 1:  Proposal Dated January 30, 2009

Neither this Agreement nor any duties or obligations may be assigned by Consultant
without the prior written consent of Advisor, which written consent shall not be
unreasonably withheld. In the event of an assignment by a party to which the other has
consented, the assignee or the assignee’s legal representative must agree in writing with
the non-assigning party to assume, perform and be bound by all provisions of this
Agreement.

Subiject to the provisions regarding assignment, this Agreement is binding on and inures
to the benefit of the parties to it and their respective heirs, executors, administrators,
legal representatives, successors and assigns.

This Agreement and the rights and duties of the parties under it are governed by the
laws of the State of Texas, without giving effect to any rules governing the conflict of
laws.

This Agreement may be amended by the mutual agreement of the parties to it, in writing
to be attached to and incorporated in this Agreement.

In the event that any one or more of the provisions contained in this Agreement is for
any reason held to be invalid, illegal or unenforceable in any respect, that invalidity,
illegality or unenforceability will not affect any other provisions, and the Agreement will
be construed as if the invalid, illegal or unenforceable provision had never been
contained in it.

2617C West Holcombe Blvd. #522 « Houston, TX 77025 ¢ 281.397.9550(ph) - 832.553.7691(fax)
www. theadvisorsresource.com
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Executed at Houston, Texas, on [date].

Client: TriStar Advisors, LLC

By:

William Payne

Consultant: The Advisor's Resource, Inc.

By:

Linda Shirkey

2617C West Holcombe Bivd. #522 + Houston, TX 77025 = 281.397.9550(ph) e« 832.553.7691(fax)
www.theadvisorsresource.com
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Executed at Houston, Texas, on _/ebriary Y 29%7 [date].

Client: TriStar Advisors, LLC

By:
’ William Payne

Consultant: The Advisor's Resource, inc.

By:

G.inda Shirkey

2617C West Holcombe Blvd. #522 + Houston, TX 77025 - 281.397.9550(ph} = 832.553.76%1({fax)
wiw {neadvisorsresolrce. com



Exhibit 2



From: Roy Washington

Sent: Tuesday, May 14, 2013 4.05 PM

To: Harris, R. Joann

Subject: Re: TSA: Information Requested

Attachments: Re_ Save the dates!! CCO Inreach with the SEC 1.eml; SEC Inreach meeting tomorrow
7-18-2012.em|

Hi Joan,

The principals of Tri-Star Advisor’s were referred to The Advisor’s Resource (and its founder, Ms. Linda
Shirkey) by a person with whom they’ve had a long standing business and personal relationship. This person
was (and currently is) also registered as an investment adviser.

As part of its due diligence, TSA reviewed the information provided directly by The Advisors Resource
personnel during the in person and telephone meetings that took place. The firm also reviewed the information
provided on the Advisor’s Resource website. The Advisor’s Resource, originally established in 1994 as Shirkey
Consulting, did and does have its own website. The following link will take you to their current website.
http://www.theadvisorsresource.com/our-team.html

There was also additional information available about Ms. Shirkey and the Advisor’s Resource on the internet.
I’ve attached a link to a 2007 Morning Star Advisor article in which David J. Drucker quotes Ms. Shirkey on
the importance of investment adviser risk assessments. This article, which was written more than a year before
TSA contracted with The Advisor’s Resource, is an example of the information regarding the Advisor’s
Resource that was publically available when TSA was making its investment adviser compliance consultant
decision. However, it should be noted that TSA personnel do not specifically recall having reviewed this article
as part of their decision to hire The Advisor’s Resource in February of 2009.
hitp://www.morningstar.com/advisor/t/42987837/i-m-from-the-sec-and-i-m-here-to-help.htm

You also asked me to provide you with some information regarding The Advisor’s Resource and its
involvement in the Fort Worth Regional Chief Compliance Officer Inrearch Programs. That information is
included in the two attachments to this email. The first attachment entitled “save the dates” identifies the dates
and subject matter for each of the three CCO Inreach meetings scheduled in 2012. The second attachment
entitled “SEC Inreach meeting tomorrow™ covers the Inreach meeting in which Ms. Shirkey served as
moderator and in which Mr. Marshall Gandy (Associate Director for Examinations) for your office participated
and asked Ms. Shirkey several direct adviser compliance questions. Please let me know if you have any trouble
opening the attachments.

You have also asked me to provide some information in bullet point format regarding Ms. Shirkey’s National
Society of Compliance Professionals (NSCP”’)meeting involvement as a presenter or moderator. That
information for years 2011, 2012 and 2013 is listed below (please note that “IA” means Investment Adviser;
“HF” means Hedge Fund; and “PF” means Private Fund):

1. 10/2011 NSCP Meeting (Two Sessions) http://nscpmeetings.com/2011/meeting-nat.html

I{c) HF/PF Intro To Compliance (Part I) — Getting Registered
» Who needs to register
« What registration entails: decisions to make, the registration process
» Major changes for employees of currently operating entfities
« Timeline for registration



Dianne Mattioli, FIM Management (USA) Inc.
Linda A. Shirkey, The Advisor’s Resource

ii(e) HF/PF (Part il) — You’re Registered - Now What?
» Key components of a compliance program: requirements vs. best practices
« Challenges for currently operating entities
« Looking through the risk lens
» Roadmap for developing a program: procedures, testing, preparing for an exam
» Keeping current with changes: internal and external
Dianne Mattioli, EIM Management (USA) Inc.
Linda A. Shirkey, The Advisor’s Resource

2. 10/2012 NSCP Meeting (One Sessions) http://nscpmaterials.omnibooksonline.com/2012/data/mobile-
toc.php

Ii{h) IA Lab: Advertising

Linda Shirkey, The Advisor’s Resource
Deborah A. Lamb McKinley Capital Management, LLC,
Robert Hille, Laird Norton Tyee

3. 3/2013 NSCP Meeting (One Sessions) hitps://www.etouches.com/ehome/NSCP-Atlantal3/99221/
IV(b) IA/P¥/HF - Identifying Conflicts of Interest

e Steps to take to identify, document, disclose and manage conflicts

» How strategic relationships, certain investors, expert networks and business activities create potential ¢
e When, where and how to disclose conflicts

e How to train employees about conflicts of interest

e How to ensure consistency across all disclosure documents

Linda Shirkey, The Advisor’s Resource
Morgan Whatley, Caymus Capital Partners, LP
Elizabeth Scalf, Heartland Advisors, Inc.

As we discussed briefly during our phone call today, Ms. Shirkey has also provided IA consulting services to the
Texas State Securities Board. Her most recent efforts in that regard were tied to the investment adviser switch
between the SEC and State registration necessitated by the Dodd Frank Wall Street Reform and Consumer
Protection Act and changes in prior registration exemptions. Ms. Shirkey also made a presentation to the
North American Securities Administrator Association (“NASAA”)in conjunction with her consulting services
with the Texas State Securities Board (a member of NASAA).

I hope you find this information responsive to your requests. If you'd like additional information on any of the
items identified above or any items that | may have missed in this email please let me know. | didn’t want to
hold-up getting this response to you. But, I'd certainly be happy to get whatever information you need to you.

Best regards,

Roy V. Washington, Esq.
Attorney-at-Law



CONFIDENTIALITY NOTICE: This electronic message is intended only for the use of the individual or entity to
which it is addressed and may contain information that is privileged, confidential and/or exempt from
disclosure under applicable laws. If the reader of this message and/or its accompanying attachment(s) is not
the intended recipient, you are hereby notified that any dissemination, distribution, or copying of this
communication is strictly prohibited. If you receive this communication in error, please notify us by your e-
mail reply feature, delete the original message and all copies thereof from your system, and destroy all
hardcopies of the message and its accompanying attachment(s).

From: Harris, R. Joann
Sent: Monday, May 13, 2013 1;51 PM

To: roywashington@sbcalobal.net
Subject: TSA: Information Requested

Roy,

Can you remind how TSA came to hire The Advisor’s Resource in 2009? | know you mentioned a CCO Outreach
program. I'd like some more details about this if you can provide them. Thanks.

Joann

R. Joann Harris

Assistant Regional Director

U.S. Securities and Exchange Commission
Division of Enforcement

Fort Worth Regional Office

801 Cherry Street, Suite 1500

Fort Worth, TX 76102

817-978-6437 (phone}

817-978-2809 {fax)
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IN REPLYING, PLEASE

QUOTE
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
FORT WORTH REGIONAL OFFICE
801 CHERRY STREET UNIT 18

FORT WORTH TX 76102
Initial
Information
Request

March 23, 2011

DELIVERY VIA EMAIL

Ms. Kelly Durham

Chief Compliance Officer
Tri-Star Advisors, Inc.
5718 Westheimer Suite 950
Houston TX 77057

Re: Examination of Tri-Star Advisors, Inc. ( “Adviser”)
Dear Ms Durham:

The staff of the U.S. Securities and Exchange Commission is conducting an examination of the
Adbviser pursuant to Section 204 of the Investment Advisers Act of 1940 (the “Advisers Act”).
The purpose of the examination is to assess the Adviser’s compliance with provisions of the
Advisers Act and the rules thereunder.

Additional information about compliance examinations and the examination process is included
in the enclosed "Examination Information” brochure (SEC Form 2389). Also enclosed is
information regarding the Commission’s authority to obtain the information requested and
additional information: "Supplemental Information for Regulated Entities Directed to Supply
Information Other Than Pursuant to a Commission Subpoena" (SEC Form 1661).

Information is Requested

Please provide all of the information specified in the enclosed information request list. Some of
the information is to be provided to the staff by mail in advance of the staff’s on-site
examination, and the remainder of the items should be provided to the staff on the first day of
the on-site examination. The staff requests that certain items be provided in an electronic format
to the extent possible. Additional information about the desired electronic format is included in
the document request list.

[f the Adviser becomes aware of the need for delay in the production of any requested
information that extends beyond the first day of the on-site examination, the Adviser should
immediately contact the undersigned at the telephone number indicated. During the
examination, the staff may also request additional or follow-up information, and will discuss
timeframes for the Adviser to produce this information.



The On-Site Phase of Examination

The on-site phase of the examination will begin on April 12, 2011 at 9:30 a.m. The staff
appreciates the Adviser’s cooperation in facilitating the examination process.

We request that you make adequate office facilities available to the staff during the on-site
examination, to ensure the confidentiality and efficiency of the examination. After arriving on-
site, the staff would like to speak with at least one member of senior management to obtain an
overall view of the Adviser’s organization, business, compliance program, and compliance
culture. Early in the on-site portion of the examination, the staff would also like to discuss the
Adviser’s overall compliance program as well as specific policies and procedures with the
Adviser’s Chief Compliance Officer(s). Also during the on-site portion of the examination, in
order to understand fully the Adviser’s operations and compliance controls in these areas, the
staff will want to interview persons responsible for functions such as risk management, portfolio
management, trade execution, research, back office/administration, information technology,
anti-money laundering and marketing.

Background Regarding the Information Requested

Each investment adviser and investment company that is registered with the Commission is
required to adopt and implement written policies and procedures reasonably designed to prevent
violations of the federal securities laws, and to review those policies and procedures annually
for their continued adequacy and the effectiveness of their implementation. In addition,
registered advisers and funds are required to designate a chief compliance officer responsible for
administering the policies and procedures. Each adviser should adopt policies and procedures
that take into consideration the nature of that firm's operations. The policies and procedures
should be designed to prevent violations from occurring, detect violations that have occurred,
and correct promptly any violations that have occurred.

The initial phase of a routine examination generally includes a review of the firm’s business and
investment activities and its corresponding compliance policies and procedures. The
examination staff will request information and documents and speak with the firm's employees
to ensure an understanding of the firm’s business and investment activities and the operation of
its compliance program. Using the information obtained, the staff will assess whether the firm’s
policies and procedures appear to effectively address the firm’s compliance risks. The initial
phase of a routine examination also includes testing of the firm’s compliance program in
particular areas. The information requested and the purpose for requesting the information is
described below.

o Certain general information is requested, such as the firm’s organizational charts,
demographic and other data for advisory clients, including privately offered funds, and a
record of all trades placed for its clients/funds (trade blotter) -- to provide an understanding
of the firm’s business and its investment activities.



¢ Information about the firm’s compliance risks is requested, and the written policies and
procedures that the firm has established and implemented to address those risks -- to provide
an understanding of the firm’s compliance risks and its corresponding controls. This
information would include, for example, any inventory performed of the firm’s compliance
risks and its compliance manual or policies and procedures.

e Documents relating to the firm’s compliance testing is requested -- to provide an
understanding of how effectively a firm has implemented its compliance policies and
procedures. This information would include, for example, the results of any compliance
reviews, quality control analyses, surveillance, and/or forensic or transactional tests
performed by the firm.

¢ Information regarding actions taken as a result of compliance testing is requested -- to
provide an understanding of steps taken by the firm to address the results of any compliance
reviews, quality control analyses, surveillance, and/or forensic or transactional tests
performed by the firm. This information would include, for example, any warnings to or
disciplinary action of employees, changes in policies or procedures, redress to affected
clients, or other measures.

e  Other information is requested -- to allow the staff to perform testing for compliance in
various areas.

As part of the pre-examination planning process, the staff actively coordinates examination
oversight to ensure that regulatory efforts are not duplicative. If you have any concerns in this
regard, please contact the undersigned.

Your cooperation is greatly appreciated in the examination process. If you have any questions,
please contact Fran From, at (817) 900-2611.

Sincerely,

Frances M From, CFE, CPA
Staff Accountant

Enclosures:
Information Request List
Examination Information Brochure (Form 2389)
Supplemental Information (Form 1661)
Exhibit 1: Layout for Securities Trading Blotter/Purchase and Sales Journal
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MrIonVangln

'N-ﬂ'lurAdvmm,Inc
5718 Westheimer, Suite 950
Houston, TX 77057

SEC File No. 801-70769

Dear Mr. Vaughn:

The staff conducted an examination of Tri-Ster Advisors, Inc. (“Registrant™) starting on April 18,
2011, and ending on April 22, 2011. The examination evaluated compliance with cextain provisions
of the federal securities laws. The examination identified the deficiencies and weaknesses that are
described in the attached Examination Findings, and which were discussed with you during an exit
interview on April 21, 2011,

The staff is bringing these deficiencies and weaknesses to your attention for immediate
comective action, without regard to any other action(s) that may result from the examination.
The deficiencies in the Examination Findings are based on the staff’s examination and are not
findings or conclusions of the Commission. You should not assume that the firm’s activities
discussed in the Examination Findings do not constifuie deficiencies or weaknesges under any
other federal securities law or other applicable rules and regulations not discussed above ar that
hﬁm‘swﬁﬁmnmd:mmihemmﬂmﬁmmmmﬂﬂmmpﬁmemm
securities laws or other appliceble rules and regulafions. -

mmumﬁmoﬁwmmmwhmmwm
be paraphrased or abbreviated. Go to our website at http://www sec.gov/divisions.shin
mhbmﬁmﬁm:ﬂmdmﬁﬂemgummemmm

Please respond in writing to each of the maiters described in the Examination Findings within
thirty days of the date of this letter, describing the steps you have taken or intend to take with
respect to each of these matters. Please respond directly 1o this office as follows:




Karyn Mysliwiec, Branch Chief . -
U. §. Securities and Bxchange Commission 1/3
Fort Worth Regional Office T
801 Chesry Styeet, 19% Floor '

Fort Werth, TX 76102

In addition, a copy of your reply, wgdherwﬁhwpmofanymchsmes,shnuklbescmmme -
following person(s):

John Sweency ! ,
U.S. Securities and Exchange Commission '
Office of Comnpliance Inspections and Examinations

100 F Strest, NE

Mail Stop 7030

‘Washington, DC 20549

Thank you for your cooperation. If you have any questions, please contact me at (817) 500-2611
or Karyn Mysliwiec at (817) 900-2637.

Attachment: Examination Findings ‘



EXAMINATION FINDINGS
Tri-Star Advisors, Inc.
(SEC File No. 801-70769)

I Principa) Trading - Section 206(3

Investment Advisers Act of 1940 (“Advisers Act”) Section 206(3) probibits an investment
adviser from “acting as principal for his own account, knowingly to sell any security orto .
purchase any security from a client ... without disclosing to such client in writing beforethe -
completion of such transaction the capacity in which he is acting and obtaining the oonsent of the.
client to such transagtion.” Furthermore, the notification and consent requirements set forth in
Section 206(3) also must be complied with when an affilisted broker-dealer under common
control with the investment adviser engages in principal trades with the advisory client.

Registrant engaged in numerous principal trades with clients effected through its affiliated
broker-dealer, Tri-Star Findncial AKA Mutuel Moncy Investments, Inc. Trades were processed
in this manner roufinely in violation of Section 206(3). Registrant’s affflisted broker-dealer
eamed approximately $1.2 million in sales credits on principal trades during the examination
period. Registrant’s conduct is not consistent with the requirements of Section 206(3).

1. i Policies and — Rule 206{4

Rule 206(4)-7 under the Advisers Act requires advisers to adopt and implement written policies
and procedures reasonably designed to prevent violations of the Advisers Act. Bach adviser
should identify conflicts and other compliance factors creating risk exposure for the firm and it
clients in light of the firm® spahuularopzmhons,andﬂ:mdesxgnpdmes and procedures that
address those risks.

Registrant has adopted a complisnce manusal (“Manual™); however, the Manual contsins
procedures for arcas that are not applicable to Registrant’s operations and the manual dogs not

- contain other needed procedures. For example, the Manual inthuded procedures for allocation of
block trades but does not include provisions for post-trade review of the allocation. In addition,
procedures are included that describe best execution but do not include provisions for review .
over & period of ime. In addition, Registrant does not have procedures addressing principal
trading. Regisirant’s Manual is not reasonably designed to prevent violations of the Advisers
Act.

1. Code of Rihics — Rule 264A-1

Rule 204A-1 under the Advisers Act requires registered investment advisers to. establish,
mmﬂmnandenfnxwawnﬁencodeofeﬁiwmnﬁmmgpoﬁmmdpmcedmwmlahngm
among other things, personal securiiies transactions, -

While Registrant has adopted a code of ethics (*Code™), the examination found Registrant’s

access persons had not submitted annual acknowledgements as required, In addition, Registrant
needs to expand the list of persons considered access persons as most employees have access to
trading information. Registrant’s conduct is inconsistent with the requirements of Rule 204A-1.



EXAMINATION FINDINGS :
Tri-Star Advisors, Inc.
(SEC File No. 801-70769)

IV. Best Execution— Section 206 -
Section 206, he enti-frand provision of the Advisers Act, imposes a fiduciary duty on investment
aﬁm&su&madmahmmwﬁgaﬁmmmmﬂﬁwhmﬁi&cﬁmmmpm
their interests bafore its own. The Commission has indicated that among the specific obligations

that flow from an adviser's fiduciary duty is the requirement to obtzin the best price arid
mmofohmtmmﬂﬁwmmwhmﬂwadﬁmmmapodmmdimhukemge

transactions.

RsﬁsmmamchyMemwofMofexmmhutdmmtmewfm
quality of execation over time or & broad cross section of trades. Registrant’s failure to conduct

these types of reviows is not consistent with its fiduciary duty.

oy
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November 29, 2011

Karen Mysliwiec, Branch Chief

US Securities and Exchange Commission
Fort Worth Regional Office

801 Cherry Street, 19* Floor

Fort Worth, TX 76102

Re: Examination of Tri-Star Advisors Inc.
SEC File No. 801-70769

Dear Ms. Mysliwiec:

We are responding to your letter of August 31, 2011, regarding the above examination. For your
convenience, we are responding to the items in the order in which they are addressed in your letter.
Your language (in pertinent part) is shown in itafics.

L Principal Trading — Section 206(3)

Registrant engaged in numerous principal trades with clients effected through its affiliated
broker/dealer, Tri-Star Financial AKA Mutual Money Investments, Inc. Trades were
processed in this manner routinely in violation of Section 206(3).

Our Investment Advisor History

Tri-Star Advisors Inc. (“TSA”) was created in response to 1) our concerns regarding the developments
affecting the fee-based brokerage account industry as a result of the U.S. Circuit Court of Appeals (D.C.)
vacating the rule under the Investment Advisers Act of 1940 (“the Act”) that had previously exempted
certain broker/dealers offering fee-based accounts from registration under the Advisers Act; and 2)
identified client needs in the area of investment discretionary services. Prior to that time period,
principals of what would later become TSA were primarily engaged in the broker/dealer business
through Tri-Star Financial, Inc. as described in more detail below.

Tri-Star Financial, AKA Mutual Money Investments, Inc. (“TSF”) was established as a registered
broker/dealer by Bill Payne in 1993 as a fully disclosed introducing broker/dealer which cleared through
Southwest Securities, Inc. TSF was established to build a company under local management with an
expertise in trading to provide clients with access to mortgage-backed securities. Later John Bott and ¢
joined the firm as principals.

While TSF (when acting as a dealer) has engaged in principal transactions involving markups and
markdowns for its brokerage account clients, the firm has done so almost exclusively on a riskless
principal ba ~13F hagoﬁté‘fue_@hﬁﬁds in its account in order to provide appropriate investment
vegwl!f?g:ﬁ clignt€” Rarely;If ever, has TSF traded solely for its own account. Our financials indicate
-~ that proprietary trading jsTiot a focus of the firm's operation. We estimate that at least 95% of the
T transag_,;iéﬁ‘s ena:t_efM the firm in its history have been riskless principal transactions rather than
mg,rj:ét making.lﬁ___._;»,e-
s Astime v‘fpd{ on, it became clear to clients that TSF was providing access to attractive securities which
were |;|,9t readily available on a retail level through the wire houses. This investment niche (CMOs, or
4 ! s TN S [ e A
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collateralized mortgage obligations) became more complicated and less available and required
substantial research in order to understand the underlying risks and to source these difficult-to-find
securities at a good price. Certain clients wanted their advisors to be able to take discretion, placing
trades in client accounts without receiving a particular order fraom a client, as some clients travel
extensively and did not want to miss investment opportunities. {Securities which are attractive in this
niche take considerable time to source and are generally not available for long.) TSF does not allow its
registered representatives to exercise investment discretion,

In its 18-year history of operations, TSF has not experienced much client turnover, regulatory and/or
client concerns or complaints. In keeping with the firm’s high regard for regulatory compliance and fair
dealings in general, the few such concerns that have arisen have all been properly, effectively and
expeditiously addressed by senior management of the firm. Mr. Payne and | launched Tri-Star Advisors
(“TSA” or the “Firm”), a separate registered investment advisory corporation, in 2009 in order to meet
this identified client need and to offer discretionary investment advice on an ongoing fee basis in a
manner consistent with the existing and evolving regulatory environment.

Most advisory clients of TSA were existing TSF clients that had been serviced by the now principals of
TSA when they were acting in their capacities as registered representatives. The appeal to TSA for these
clients has continued to be the principals’ proprietary ability to source specialized fixed income
securities, the clients’ personal investment relationship, knowledge and experience with the principals
of the firm initially gained through TSA’s affiliated broker/dealer. Mr. Payne and | have been specific in
our discussions with clients and potential clients that fixed income securities placed in TSA client
accounts would continue to be obtained through TSF and would be charged both an investment
advisory fee (through TSA) and a markup or markdown on each transaction (through TSF). However, at
no time in its history has TSA (as a separate investment advisory entity) ever traded for or maintained its
own proprietary investment account. For these reasons and others we believed our clients’
understanding and our written and spoken disclosures to our advisory clients were thorough,
appropriate and accurate based on our understanding of applicable regulatory requirements.

Compliance has clearly been a priority for TSA since its inception. The Firm’s designated CCO is
competent and knowledgeable regarding the Act and has attended various training programs, and the
Firm has retained a reputable compliance consultant from the beginning of its operations. The Firm fully
disclosed its relationship with TSF and the conflicts of interest therein to all clients from the beginning.

It was never the intent of the Firm to fail to meet any regulatory requirements. While the principals of
TSA were aware of the federal laws, regulations, rules and SRO requirements applicable to
broker/dealers engaged in principal (“dealer”) transactions relating to client trading in brokerage
accounts, we fully believed that TSA was not engaged in principal transactions regarding our advisory
clients. This belief was based on the fact that TSA has never owned a proprietary trading accountas a
separate legal entity.

requém:nts in gghf”gf our pﬁératlon {Our CCO attended a regional National Society of Compliance
frofessmnal?rﬁeetmg ca»ﬁpnl 11, 2011, where principal trading through an affiliated broker-dealer was
d|scussenﬂ The follQng week, at the initial meeting with the SEC examiners, we volunteered that we
hg(gﬂhly recent 4arned that our affiliation with TSF might require additional compliance procedures.
MNe turned tothie examiners for assistance in determining if we would need to change our current

~ processes.fﬁe voluntarily raised this issue with the examiners at the onset of the examination in an
effort ter’“be forthcoming and to demonstrate our intent to follow all requirements. We also expressed
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our concern and desire to repair any possible unintentional oversight. To this end, we appreciate having

been granted an extension to the deadline for filing this response letter in order for us to fully
implement corrective policies, procedures and disclosures.

TSA had only been registered for less than two years at the time of this examination. This was our first
examination, and we viewed it as an opportunity to educate ourselves as to any additional
requirements and to strengthen our program as appropriate. We clearly knew and have followed the
major rules: we have {i} had a competent, onsite and knowledgeable Chief Compliance Officer {"CC0")
on staff, {ii} created and followed customized policies and procedures, (iii} created written annual
reviews, (iv) filed our amendments as required and (v) created a plain English Form ADV which fuily
discloses our relationship to TSF. Our prior understanding of the somewhat esoteric principal
transaction requirements was in terms of proprietary trades of TSA. We believed we were following the
requirements with our extensive and timely disclosures. We made no effort to conceal the conflict or
the common control of TSA and TSF resulting from Mr. Payne’s controlling ownership interest in these

firms.

Corrective Actions Already Taken

We obviously want to follow and be in compliance with the applicable regulatory requirements
regarding principal transactions. In furtherance of that goal, we have already implemented the
following policies and procedures regarding TSA's principal transactions.

First, we have developed, implemented and are currently using new written disclosure notice
documents {both pre- and post-execution) which are being delivered to advisory clientson a
transaction-by-transaction basis for each principal transaction being considered for execution, or that
has been executed, on behalf of any of our advisory client accounts. Additionally, we are also obtaining
each client’s consent authorizing us to proceed with the transaction before the settlement date of each
such principal transaction. Our adopted and implemented principal transaction procedures allow the
Firm to deliver the required written disclosure notice in hard copy (postal delivery) or in electronic email
format for those advisory clients that have completed our email disclosure and consent forms. Our
procedures also permit us to accept advisory client consent to such transactions either verbally, by email
or by other written form. When client consent is obtained verbally, our procedures require written
documentation of the manner and date of the received client consent. Qur written disclosure notice
documents also advise our clients that absent their consent {which can be withheld at any time) they
will not participate in a particular principal transaction. Please see Attachments A, B, C and D which are
copies of the required forms. These forms are currently in use,

Second, we have recently amended and filed onto the IARD system our amended Forms ADV Parts 1 and
2A to accurately reflect and disclose the Firm'’s principal transactions business practices and operations,
Please see Attachments.E- and Ffar copies of the revised disclosure documents.

_f"" :l"
Thltd;we have )ﬁeﬁed and_zd?ﬁended our Policies and Procedures Manual to accurately reflect this
]Sractice anq tﬁ*”&utllne gu?” required procedures. Please see Attachment G for the revised sections of

o the mapuil. Pleaseﬁée the section titled Trading for the revised section on principal trades. These
praetices have b,eﬁﬁ fully implemented.

;F‘
e’ Fourth, ave amended our advisory client agreement to more accurately reflect the Firm’s principal
transa@ibns policies and procedures. Please see Attachment H far the revised versian.
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Fifth, we have reviewed the changes with all TSA personnel to discuss the procedures both before and
after initial implementation to ensure that all steps and documents are fully understood and are being
implemented correctly, and that personnel are comfortable answering clients” questions. There have
been no questions or concerns expressed by our advisory clients since implementation. Please see
Attachment | documenting the subject matter of our personnel training sessions and the attendance of
employees participating in the training session(s).

And finally, we have designed a testing program to ensure on an ongoing basis that this change
continues to be in effect. For 2012, our CCO (or an outside consultant hired by the Firm) will monitor
compliance with these new procedures on a quarterly basis. The monitoring will culminate in a written
report of the review findings which will be given directly to the Firm’s senior management. Based on
the written report, senior management will oversee remedial actions deemed appropriate. For 2013,
the CCO (or outside consultant) will monitor compliance with the Firm’s principal transactions
procedures on a semi-annual basis providing a written report of the review findings to senior
management for any corrective actions. In all subsequent years, the CCO or outside consultant will
conduct this review on an annual basis, reporting the findings to senior management.

Clients Have Not Been

We now certainly understand and agree with the need for the required disclosures when an investment
advisor trades through its affiliated broker/dealer on a riskless principal transaction basis.

As the examiners saw during their examination of our books and records, as well as through interviews,
TSA experienced no client complaints and lost no clients during the examination period. Performance of
client accounts on a composite basis (including all TSA client accounts for which third party performance
figures exist over the full examination period, giving each account equal weight regardless of dollar
value) during 2010 was 10.71% net of fees (and markups) and was 1.51% for the first quarter of 2011. In
comparison, the performance of Barclay’s MBS Index, comprised of mortgage-backed securities (the
closest index to our strategy) was 5.23% for 2010 and 0.60% for the first quarter of 2011. We believe
these performance comparisons clearly indicate that the execution costs associated with the principal
transactions effected on behalf of our clients during the review period had no negative impact on client

account performance.

As part of our complete review after receipt of your letter, we have also calculated the markups to
clients during the examination period. We believe the sales credit number in your letter is materially
overstated and may reflect the inclusion of cancelled/rebilled transactions, resulting in counting some
markups twice, as well as the inclusion of transactions conducted for TSF clients prior to their entering
an advisory relationship with TSA.

Forallt mmhs Siatgbaﬁove we Beheve we currently are in compliance with the requirements of
Sedmiﬁ‘ 306(3) anclsﬁifl cont;nﬂé to be in the future.

_ o
- S liance rlit:zes and Procedures — Rule 206{4)-7
e The mtnual contains procedures for areas that are not applicable to Registrant’s operations
o qgﬂ the manual does not contain other needed procedures....

e ."ﬁ:_|_i|‘1:'- Gat),
] Fel] Free:
O
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As a result of your letter, we have conducted a full review of all of our documents, practices and written
procedures. Asa result, we have revised our policies and procedures manual to more completely reflect
our current practices. We have attached the revised manual sections as Exhibit G.

. Code of Ethics
Registrant’s access persons had not submitted annual acknowledgements [of the Code of

Ethics] as required.

During the examination, we provided the examiners with all employee acknowledgements of the 2010
Tri-Star Financial Code of Ethics (please see Attachment J) and the 2011 employee acknowledgements
for Tri-Star Advisors Code of Ethics {see Attachment K). Since the receipt of the deficiency letter, we
have located the 2010 Tri-Star Advisors employee acknowledgements for the Code of Ethics. These
documents had been misfiled by a compliance associate who had been ill during late 2009 and early
2010 and were only recently located. Please see Attachment L.

Iv. Best Execution — Section 206
Registrant...does not review for quality of execution over time or a broad cross section of

trades.

Please see the revised procedures for monitoring best execution in the revised Trading section of the
Policies and Procedures Manual, Attachment G.

We appreciate your comments and the courtesy granted us by the examiners. We hope that you find
this letter and the attachments responsive to all of the concerns raised in your letter. We also hope that
our response clearly demonstrates our commitment to meeting all applicable regulatory requirements
and acting in the best interests of our advisory clients. Please contact us with any questions or
comments.

Jon C, Vaughan, President

Attachments:
A. Client Principal Transaction Disclosure and Consent Farm (Pre-execution)
B. Client Principal Transaction Disclosure and Consent Form (Post-execution)
C. Client Consent Confirmation Notice
D. Email Consent Form
E. Amended Form ADV 1
F. AmendeslmFTg_nn ABV2A - .-
G. %eMPOIldeggnd'Pracgdﬁms Manual
_.A"Amended InvéstmentAdvisory Agreement
1. Principal Trading Tfining and Sign-in Sheet
). TriStar Finangial 2010 Code of Ethics Acknowledgements
.4 Tri-Star Agvisors 2011 Code of Ethics Acknowledgements
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FORM ADV
" UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. crp Number: [N

ADV - Annual Amendment, Page 1 Rev. 11/2010

ADV Part 1A, Page 1

WARNING: Complete this form truthfully. False statements or omissions may result in denial of your
application, revocation of your registration, or criminal prosecution. You must keep this form
updated by filing periodic amendments. See Form ADV General Instruction 3.

Item 1 Identifying Information

Responses to this Item tell us who you are, where you are doing business, and how we can contact you.

A. Your full legal name (if you are a sole proprietor, your last, first, and middle names):
TRI-STAR ADVISORS INC.
B. Name under which you primarily conduct your advisory business, If different from Item 1.A.

TRI-STAR ADVISORS, INC.
List on Section 1.B. of Schedule D any additional names under which you conduct your
advisory business,

C. If this filing is reporting a change in your legal name (Item 1.A.) or primary business name
(Iten 1.B.), enter the new name and specify whether the name change is of

O your legal name or O your primary business name:

D. If you are registered with the SEC as an investment adviser, your SEC file number: BO1-
70769
E. If you have a number ("CRD Number®) assigned by FINRA's CRD system or by the IARD

system, your CRD number: I
If your firrn does not have a CRD number, skip this Item 1.E. Do not provide the CRD
number of one of your officers, employees, or affiliates.

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number: -
ADV - Annual Amendment, Page 2 Rev. 11/2010

3/28/2011 1:59:19 PM

Item 1 Identifying Information {(Continued)
F. Principal Office and Place of Business
(1) Address (do not use a P.O. Box):

Number and Street 1: Number and Street 2:

5718 WESTHEIMER SUITE 950

City: State: Country: Z1P+4/Postal Code:
HOUSTON TX UNITED STATES 77057

https://crd.finra.org/lad/Content/PrintHist/Adv/Pages/crd_iad AdvAllPages.aspx?RefNum... 3/28/2011



TARD - [User Name: Ishirkey62, OrgID: 149760] Page 2 of 35

If this address is a private residence, check this box: O
List on Section 1.F. of Schedule D any cffice, other than your principal office and place of
business, at which you conduct investment advisory business. If you are applying for
registration, or are registered, with one or more state securities authorities, you must list alf of
your offices in the state or states to which you are applying for registration or with whom you
are registered. If you are applying for registration, or are registered only, with the SEC, list the
largest five offices in terms of numbers of employees.
(2) Days of week that you normally conduct business at your principal office and place of business:
@ Monday-Friday e Other:
Normal business hours at this location:
8 A.M, TO5P.M.
(3) Telephone number at this location:
713-735-9200
(4) Facsimile number at this location:

713-735-9229
G. Mailing address, if different from your principaf office and place of business address:
Number and Street 1: Number and Street 2:
City: State: Country: Z1P+4/Postal Code:

If this address is a private residence, check this box: C

H. If you are a sole proprietar, state your full residence address, if different from your principal office
and place of business address in Item 1.F.:
Number and Street 1: Number and Street 2:

City: State: Country: ZIP+4/Postal Code:

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number: N
ADV = Annual Amendment, Page 3 Rev. 11/2010
3/28/2011 1:59:19 PM

Item 1 Identifying Information (Continued)

YES NO

I. Do you have World Wide Web site addresses? & O
If "yes," list these addresses on Section 1.1 of Schedule D. If a web address serves as a
portal through which to access other information you have published on the World Wide
Web, you may list the portal without listing addresses for all of the other information.
Some advisers may need to iist more than one portal address. Do not provide individual
electronic mail addresses in response to this Item.
J. Contact Employee:
Name: Title:
KELLY DURHAM CHIEF COMPLIANCE OFFICER

htips://crd.finra.org/lad/Content/PrintHist/Adv/Pages/crd_iad AdvAllPages.aspx?RefNum... 3/28/2011
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Telephone Number: Facsimile Number:

713.735.9200 713.735.9229

Number and Street 1: Number and Street 2:

5718 WESTHEIMER

City: State: Country: Z1P+4/Postal Code:
HOUSTON ™ UNITED STATES 77057

Electronic mail (e-mail) address, if contact empiloyee has one:

KDURHAM@TRISTAR.US

The contact employee should be an employee whom you have authorized to receive information
and respond to questions about this Form ADV.

YES NO
K. Do you maintain some or all of the books and records you are required to keep under o ®
Section 204 of the Advisers Act, or similar state law, somewhere other than your principal
office and place of business?
If "yes," complete Section 1.K. of Schedule D.
YES NO'
L. Are you registered with a foreign financial regufatory authority? C®

Answer "no” if you are not registered with a foreign financial regulatory authority, even if
you ha_ve an a.“_ﬁl{ate that is registered with a foreign financial regulatory authority. If
“Vis", ‘compléte Séction 1.L. of Schedule D.
FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number: -
ADV - Annual Amendment, Page 4 Rev. 11/2010
3/28/2011 1:59:19 PM

Item 2 SEC Registration
Responses to this Item help us (and you) determine whether you are eligible to register with the SEC.
Complete this Item 2 only if you are applying for SEC registration or submitting an annual updating
amendment to your SEC registration.
A. To register (or remain registered) with the SEC, you must check at [east one of the Items 2.A(1)
through 2,A(11), below. If you are submitting an annual updating amendment to your SEC
registration and you are no longer eligible to register with the SEC, check Item 2.A(12). You;

M (1) have assets under management of $25 miliion (in U.S, dellars) or more;

See Part 1A Instruction 2.a3. to determine whether you should check this box.
[0 (2) have your principal office and place of business in Wyoming;
[T (3) have your principal office and place of business outside the United States;

{1 (4) are an investment adviser (or sub-adviser) to an investment company registered under the
Investment Company Act of 1940;

See Part 1A Instruction 2.b. te determine whether you should check this box.

https:/fcrd.finra.org/lad/Content/PrintHist/Adv/Pages/crd_iad AdvAllPages.aspx?RefNum... 3/28/2011
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[ (5) have been designated as a nationally recognized statistical rating organization;
See Part 1A Instruction 2.c. to determine whether you should check this box.

[ (6) are a pension consultant that qualifies for the exemption in rule 203A-2(b);
See Part 1A Instruction 2.d. to determine whether you should check this box.

[1 (7) are relylng on rule 203A-2(c) because you are an investment adviser that contro’s, is
controlied by, or is under common control with, an Investment adviser that is registered
with the SEC, and your principal office and place of business |Is the same as the registered

adviser;

See Part 1A Instruction 2.e. to determine whether you should check this box. If you check
this box, complete Section 2.A(7) of Schedule D.

[C1 (B) are a newly formed adviser relying on rule 203A-2(d) because you expect to be eligible for
SEC registration within 120 days;

See Part 1A Instruction 2.1, to determine whether you should check this box. If you check
this box, complete Section 2.A(8) of Scheduie D.

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. ¢RD Number: [
ADV - Annual Amendment, Page 5 Rev. 11/2010

3/28/2011 1:59:19 PM

Item 2 SEC Registration (Continued)
71 (9) are a multi-state adviser relying on rule 203A-2(e);

See Part 1A Instruction 2.g. to determine whether you should check this box. If you
check this box, complete Section 2.A(9) of Schedule D,

[l (10} are an Internet investment adviser relying on rule 203A-2(f);
See Part 1A Instructions 2.h. to determine whether you should check this box.

[7 (11) have received an SEC order exempting you from the prohibition against registration with
the SEC;

If you checked this box, complete Section 2.A(11) of Schedule D.
{71 (12) are no longer eligible to remain registered with the SEC,

See Part 1A Instructions 2.i. to determine whether you should check this box.

https://crd.finra.org/lad/Content/PrintHist/Adv/Pages/crd_iad AdvAllPages.aspx?RefNum... 3/28/2011
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B. Under state laws, SEC-registered advisers may be required to provide to state securities authorifties
a copy of the Form ADV and any amendments they file with the SEC. These are called notice filings.
If this is an initial application, check the box(es) next to the state(s) that you would like to receive
notice of this and all subsequent filings you submit to the SEC, If this is an amendment to direct
your notice filings to additional state(s), check the box(es) next to the state(s) that you would like
to receive notice of this and all subsequent filings you submit to the SEC. If this is an amendment
to your registration to step your notice filings from going to state(s) that currently receive them,
uncheck the box(es) next to those state(s).
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If you are amending your registration to stop your notice filings from going to a state that currently
recelves them and you do not want to pay that state's notice filing fee for the coming year, your
amendment must filed before the end of the year (December 31).
Item 3 Form Of Organization
A. How are you organized?

& Corporation & Sole Proprietorship {& Lmited Liability Partnership (LLP)

3 Partnership (0 Limited Liability Company (LLC) € Other (specify):

If you are changing your response to this Item, see Part 1A Instruction 4.

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. crRD Number: [N
ADV - Annual Amendment, Page 6 Rev. 11/2010
3/28/2011 1:59:19 PM

[Item 3 Form Of Organization (Continued) o |

https://crd.finra.org/lad/Content/PrintHist/Adv/Pages/crd_iad_AdvAliPages.aspx?RefNum... 3/28/2011
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B. In what month does your fiscal year end each year?

December
C. Under the laws of what state or country are you organized?

State: Country:

Texas UNITED STATES

Item 4 Successions
YES NO

A. Are you, at the time of this filing, succeeding to the business of a registered investment G ®
adviser?

If "yes, " complete Item 4.B. and Section 4 of Schedule D.
B. Date of Succession: (MM/DD/YYYY)

If you have already reported this succession on a previous Form ADV filing, do not report
the succession again. Instead, check “No.” See Part 1A Instruction 4.

Item 5 Information About Your Advisory Business

Responses to this Item help us understand your business, assist us In preparing for on-site examinations,

and provide us with data we use when making regulatory policy. Part 1A Instruction 5.a. provides
additional guidance to newly-formed advisers for completing this Item 5.

Employees

A. Approximately how many employees do you have? Include full and part-time employees but do not
include any clerical workers.

G5 @ 6-10 G 11-50 © 51250  251-500
@] 501_1'000 0 More than If more than 1,000, how manY?
1,000 (round to the nearest 1,000)
B.
(1) Approximately how many of these employees perform investment advisory functions (Including
research)?
Co %15 Ce-10 C11-50  51-250
e 251-500 G 501-1,000 & More than If more than 1,000, how many?
1.000 {round to the nearest 1,000)
(2) Approximately how many of these employees are registered representatives of a broker-dealer?
Gy PR Ce-10 © 11-50 © 51-250
O 251-500 o 501-1,000 G More than If more than 1,000, how many?
1,000 (round to the nearest 1,000)

If you are organized as a sole proprietorship, include yourself as an employee in your responses

to Items 5.A(1) and 5.8B(2). If an employee performs more than one function, you should count
that employee in each of your responses to Item 5.8(1) and 5.B(2).

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

https://crd.finra.org/lad/Content/PrintHist/Adv/Pages/crd_iad_AdvAllPages.aspx?RefNum... 3/28/2011
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Primary Business Name: TRI-STAR Anvisons, INC. CRD Number: N
ADV - Annual Amendment, Page 7 Rev. 11/2010
3/28/2011 1:59:19 PM

Item 5 Information About Your Advisory Business (Continued)
(3) Approximately how many firms or other persons solicit advisory clients on your behalf?
o) C1s C6-10 C 11-50 € 51-250
C 251-500 [ #] 501-1,000 C More than If more than 1,000, how many?
1.000 (round to the nearest 1,000)
r

In your response to Item 5.8(3), do not count any of your employees and count a firm only
once -- do not count each of the firm's employees that solicit on your behalf.

Clients

C. To approximately how many clients did you provide Investment advisory services during your most-
recently completed fiscal year?
& 0 o 1-10 G 11-25 0 26-100 @ 101-250

C 251-500 O More than 500 1f more than 500, how many?
{round to the nearest 500)

D. What types of clients do you have? Indicate the None Up

approximate percentage that each type of client
comprises of your total number of clients.

11- 26- 51- More

75%
(1) Individuals (other than high net worth individuals) € € ® o 0 O
(2)  High net worth individuals cC C ® o ¢ O
(3) Banking or thrift institutions @ O C Lo C o
(4) Investment companies (induding mutual funds) & (& @] (o] 9] 9]
(5) Pension and profit sharing plans (other than plan C C @ (9] O Lo
participants)
(6) Other pooled investment vehicles (e.g., hedge @ O O o o] &
funds)
(7)  Charitable organizations @® C o] O L @ o
(8) Corporations or other businesses not listedabove O O O C & o
(9)  State or municipal govermment entities & O O G O 8
(10) Other: e O o G c C

The category "individuals® includes trusts, estates, 401(k) plans and IRAs of individuals and their
family members, but does not include businesses organized as sole proprietorships.

Unless you provide advisory services pursuant to an investment advisory contract to an investment
company registerad under the Investment Company Act of 1940, check "None" in response to Item
5.D0(4).

https://crd.finra.org/lad/Content/PrintHist/Adv/Pages/crd_iad AdvAllPages.aspx?RefNum... 3/28/2011
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FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number: i
ADV - Annual Amendment, Page 8 Rev. 11/2010

3/28/2011 1:59:19 PM

Ttem 5 Information About Your Advisory Business (Continued)

Compensation Arrangements
E. You are compensated for your investment advisory services by (check all that apply):
¥ (1) A percentage of assets under your management
O (2) Hourly charges
O (3) Subscription fees (for a newsletter or periodical)
O (4) Fixed fees (other than subscription fees)
(5) Commissions

O (6) Performance-based fees
[ (7) Other (specify):
Assets Under Management
YES NO
F. (1) Do you provide continuous and regular supervisory or management services to & O

securities portfalios?
(2) If yes, what is the amount of your assets under management and total number of accounts?

U.S. Dollar Amount Total Number of Accounts
Discretionary: {a) $0 .00 (d) 0
Non-Discretionary: (b) $ 134030502 .00 (e) 300
Total: (c) $ 134030502 .00 () 300

Part 1A Instruction 5.b. explains how to calculate your assets under management. You must
follow these instructions carefully when compieting this Itemn.

Advisory Activities
G. What type(s) of advisory services do you provide? Check all that apply.

[ (1) Financial planning services

M (2) Portfolio management for individuals and/or small businesses

[T (3) Portfolio management for investment companies

@ (4) Portfolio management for businesses or institutional cfients (other than investment
companies)

[T (5) Pension consulting services

[¥ (6) Selection of other advisers

I71 (7) Publication of pericdicals or newsletters

https://crd.finra.org/lad/Content/PrintHist/Adv/Pages/crd_iad AdvAllPages.aspx?RefNum... 3/28/2011
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[ (8) Security ratings or pricing services
I (9) Market timing services
I} (10) Other (specify):

Do not check Item 5.G(3) unless you provide advisory services pursuant to an investmeni advisory
contract o an investment company registered under the Investment Company Act of 1940.

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. crp Number: [
ADV - Annual Amendment, Page 9 Rev. 11/2010

3/28/2011 1:59:19 PM

Item 5 Information About Your Advisory Business (Continued)
H. If you provide financial planning services, to how many clients did you provide these services during
your last fiscal year?

Co 110 C 1125 € 26-50 € 51-100
@ 101-250 © 351-500 © More than 500  If more than 500, how many?
(round to the nearest 500)

I. If you participate in a wrap fee program, do you (check ali that apply):

C (1) sponsor the wrap fee program ?
C (2) act as a portfolla manager for the wrap fee program?

If you are a portfolioc manager for a wrap fee program, list the names of the programns and their
sponsors in Section 5.I(2) of Schedule D.

If your involvement in a wrap fee program is limited to recommending wrap fee programs to your
clfents , or you advise a mutual fund that is offered through a wrap fee program, do not check
either Item 5.1(1) or 5.1(2).
Item 6 Other Business Activities
In this Item, we request information about your other business activities.
A. You are actively engaged in business as a (check all that apply):

T (1) Broker-dealer
] {2) Registered representative of a broker-dealer
m(S) Futures commission merchant, commodity pool operator, or commedity trading advisor

C (4) Real estate broker, dealer, or agent

] (5) Insurance broker or agent

C {6) Bank (including a separately identifiable department or division of a bank)
I (7) other finandial product salesperson (specify):

YES NO

htips://erd.finra.org/lad/Content/PrintHist/Adv/Pages/crd iad AdvAllPages.aspx?RefNum... 3/28/2011
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B. (1) Are you actively engaged In any other business not listed in Item 6.A. (other than [ S O]
giving investment advice)?
(2) IF yes, is this other business your primary business? o ®
If "yes," describe this other business on Section 6.B. of Schedule D.

(3) Do you sell products cor provide services other than investment advice to your & C
advisory clients?

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. cro Number: [
ADV - Annual Amendment, Page 10 Rev. 11/2010
3/28/2011 1:59:19 PM

Item 7 Financial Industry Affiliations

In this Item, we request information about your finandial industry affiliations and activities. This
information identifies areas in which conflicts of interest may occur between you and your clients,

Item 7 requires you to provide information about you and your related persons. Your related persons are
all of your advisory affiliates and any related person that is under common control with you.

A. You have a related person that is a {check all that apply):
M (1) broker-dealer, municipal securities dealer, or government securities broker or dealer
[0 (2) investment company (including mutual funds)
[J (3) other investment adviser (including financial planners)
[ (4) futures commission merchant, commodity pool operator, or commodity trading advisor
7 (5) banking or thrift institution
[J (6) accountant or accounting firm
1 (7) lawyer or faw firm
(8) insurance company or agency
{73 (9) pension consultant
[J (10) real estate broker or dealer %
[T (11) sponsor or syndicator of limited partnerships

If you checked Items 7.A.(1) or (3), you must fist on Section 7.A. of Schedule D all your related
persons that are investment advisers, broker-dealers, municipal securities dealers, or
government securities broker or dealers.

Yes No

Are you or any related person a generai partner in an investment-related limited partnership ~ @
or manager of an /nvestment-related limited liability company, or do you advise any other
"private fund” as defined under SEC rule 203(b)(3)-1?

=

If "yes," for each limited partnership or fimited liability company, or (if applicable) private
fund, complete Section 7.8. of Schedufe D . If, however, you are an SEC-registered adviser
and you have related persons that are SEC-registered advisers who are the general partners
of limited partnerships or the managers of limited liability companies, you do not have to
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complete Section 7.B. of Schedule D with respect to those related advisers' limited
partnerships or limited liability companies.

To use this alternative procedure, you must state in the Miscellaneous Section of Schedule
D :(1) that you have related SEC-registered investment advisers that manage limited
partnerships or limited liability companies that are not listed in Section 7.B. of Schedule D ;
(2) that complete and accurate information about those limited partnerships or limited
liability companies is avaiiable in Section 7.B. of Schedule D of the Form ADVs of your
related SEC-registered advisers; and (3) whether your clients are solicited to invest in any
of those limited partnerships or limited liability companies.

Item 8 Participation or Interest in Client Transactions

In this Item, we request information about your participation and interest In your cllents’ transactions.
Like Item 7, this information identifies areas in which conflicts of interest may occur between you and
your clients.

Like Item 7, Item 8 requires you to provide information about you and your related persons.

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. crp Number: [
ADV - Annual Amendment, Page 11 Rev. 11/2010
3/28/2011 1:59:19 PM

Item 8 Participation or Interest in Client Transactions (Continued)

T ons

A. Do you or any related person: Yes No

(1) buy securities for yourself from advisory cifents, or sell securities you own to advisory @ C
clients (principal transactions)?

(2) buy or sell for yourself securities (other than shares of mutual funds) that you also o O
recommend to advisory clients?

(3) recommend securities (or other investment products) to advisory clients in whichyouor G &
any related person has some other proprietary (ownership) interest (other than those
mentioned in Items 8.A(1) or (2))?

| f nsaction

B. Do you or any related person: Yes No
(1) as a broker-dealer or registered representative of a broker-dealer, execute securities &
trades for brokerage customers in which advisory cffent securities are sold to or bought
from the brokerage customer (agency cross transactions)?
(2) recommend purchase of securities to advisory clients for which you or any related [ O3 O
person serves as underwriter, general or managing partner, or purchaser
representative?
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(3) recommend purchase or sale of securities to advisory clfents for which you or any O
related person has any other sales interest (other than the receipt of sales commissions
as a broker or registered representative of a broker-dealer)?

Investment or Brokerage Discretion

C. Do you or any related person have discretionary authority to determine the: Yes No
(1) securities to be bought or sold for a client’s account? & O
(2) amount of securities to be hought or sold for a cfient’s account? & O
(3) broker or dealer to be used for a purchase or sale of securities for a dlient’s account? IOl &
{4). commiission rates to be paid to a broker or dealer for a cffent’s securities transactions? @ €

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. cro Number: [
ADV - Annual Amendment, Page 12 Rev. 11/2010
3/28/2011 1:59:19 PM
Item 8 Participation or Interest in Client Transactions (Continued)
D. Da you or any related person recommend brokers or dealers to clients? I &
E. Do you or any refated person receive research or other products or services cther than &
execution from a broker-dealer or a third party in connection with client securities
transactions?
F. Do you or any related person, directly or indirectly, compensate any person for client o ®
referrals?
In responding to this Item 8.F., consider in your response all cash and non-cash
compensation that you or a related person gave any person In exchange for client referrals,
including any bonus that |s based, at least In part, on the number or amount of client
referrals.
Itern 9 Custody
In this Item, we ask you whether you or a refated person has custody of client assets and about your
custodial practices.
A. (1) Do you have custody of any advisory clients’: Yes No
(a) cash or bank accounts? L S
(b) securities? LT C
If you are registering or registered with the SEC, answer "No" to Item 9.A.(1){(a) and (b) If you have
custody solely because (7) you deduct your advisory fees directly from your clients' accounts, or {if) a
related person maintains client funds or securities as a qualified custodian but you have overcome the
presumption that you are not operationally independent (pursuant to Advisers Act rule 206(4)(2)-(d)
(5)) from the related person.
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(2) If you checked "yes" to Item 9.A(1){a) or (b), what is the amount of cfient funds and securities
and total number of clients for which you have custody:
U.S. Dollar Amount Total Number of Clients
(a)$ (b)
If your related person serves as qualified custodian of client assets, do not include the amount of
those assets and the number of those cfients in your response to Item 9.A.(2). Instead, include that
information in your response to Item 9.8.(2).

B. (1) Do any of your related persons have custody of any of your advisory clients” Yes No
{(a) cash or bank accounts? o ®
{b) securities? 06

You are required to answer this item regardless of how you answered Item 9.A.(1)(a) or (b).

(2) If you checked "yes" to Item 9.B.(1)(a) or (b), what is the amount of client funds and securities
and total number of clfents for which your related persons have custody:
U.S. Dollar Amount Total Number of Clients

(a)$ (b)

C. If you or your refated persons have custody of client funds or securities, check all the following that

apply:

(1) A qualified custodian(s) sends account statements at least quarterly to the investors in the O
pooled investment vehicle(s) you manage.

{2) An Independent public accountant audits annually the pooled investment vehicle(s) thatyou [
manage and the audited finandal statements are distributed to the investors in the pools.

(3) An independent public accountant conducts an annual surprise examination of ciient funds and [
securities.

(4) An independent public accountant prepares an internal control report with respect to custodial [}
services when you or your refated persons are qualified custodians for cffent funds and
securities.

If you checked Item 9.C.(2), C.(3) or C.(4), list in Section 9.C. of Schedule D the accountants that are

engaged to perform the audit or examination or prepare an internal controf report.

D. Do you or your related persons act as qualified custodians for your clients in connection with Yes No
advisory services you provide to clients?
{1) you act as a quallfied custodian ‘ Cow

{2) your refated persons act as qualified custodians ol O

If you checked "yes” tc Item 9.D.(2), lst in Section 9.D. of Scheduile D all your related persons that
act as qualified custodians for your clfents in connection with advisory services you provide to clients
{you do not have to list broker-dealers already identified as qualified custodians in Section 7.A. of
Schedule D).
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E. If you are filing your annual updating amendment and you were subject to a surprise examination
by an independent public accountant during your last fiscal year, provide the date (MM/YYYY) the
examination commenced:

Item 10 Control Persons

In this Item, we ask you to Identify every person that, directly or indirectly, controls you.

If you are submitting an initial application, you must complete Schedule A and Schedule B.
Schedule A asks far information about your direct owners and executive officers. Schedule B asks
for information about your Indirect owners. If this is an amendment and you are updating
information you reported on either Schedule A or Schedule B (or both) that you filed with your
Initial application, you must complete Schedule C.

YES NO
Does any person not named in Item 1.A. or Schedules A, B, or C, directly or o ®

indirectly, control your management or policies?
If yes, complete Section 10 of Schedule D.
FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number: -
ADV - Annual Amendment, Page 13 Rev. 11/2010
3/28/2011 1:59:19 PM

Item 11 Disclosure Information
In this Item, we ask for information about your disciplinary history and the disciplinary history of all
your advisory affiliates, We use this information to determine whether to grant your application for
registration, to decide whether to revoke your registration or to place limitations on your activities as
an investment adviser, and to identify potential problem areas to focus on during our on-site
examinations. One event may result in "yes" answers to more than ane of the questions below.

Your advisory affiliates are: (1) all of your current employees (other than employees performing onfy
clerical, administrative, support or similar functions); (2) all of your officers, partners, or directors (or
any person performing similar functions); and (3) all persons directly or indirectly controfiing you or
controlled by you. If you are a "separately identifiable department or division” (SID) of a bank, see
the Glossary of Terms to determine who your advisory affiliates are,

If you are registered or registering with the SEC, you may limit your disclosure of any event listed in
Item 11 to ten years following the date of the event. If you are registered or registering with a state,
you must respond to the questions as posed; you may, therefore, limit your disclosure to ten years
following the date of an event only in responding to Items 11.A(1), 11.A(2), 11.B(1), 11.B(2), 11.D
(4), and 11.H(1)(a). For purpeses of calculating this ten-year period, the date of an event is the date
the final order, judgment, or decree was entered, or the date any rights of appeal from preliminary
orders, judgments, or decrees lapsed.

You must complete the appropriate Disciosure Reporting Page ("DRP") for "yes" answers to the
guestions in this Item 11.

For "yes” a e e 3
A. In the past ten years, have you or any advisory affiliate: YES NO
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(1) been convicted of or plead guilty or nolo contendere ("no contest”) in 3 domestic, O &
foreign, or military court to any fefony?
(2) been charged with any felony? I O

If you are registered or registering with the SEC, you may limit your response to Item 11.A
(2) to charges that are currently pending.

B. In the past ten years, have you or any advisory affiliate:
(1) been convicted of or plead guilty or nolo contendere ("no contest") in a domestic, (AT O
foreign, or military court to a misdemeanor involving: Investments or an investment-
related business, or any fraud, false statements, or omissions, wrangful taking of
property, bribery, perjury, forgery, counterfeiting, extortion, or a conspiracy to
commit any of these offenses?
(2) been charged with a misdemeanor listed in 11,.B(1)? [ ]

If you are registered or registering with the SEC, you may limit your response to Item 11.8
(2) to charges that are currently pending.

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number: -
ADV - Annual Amendment, Page 14 Rev. 11/2010

3/28/2011 1:59:19 PM

Item 11 Disclosure Information (l:onhaueﬂ)

C. Has the SEC or the Cnmmodity Futures Trading Commlssinn (CF!‘C) ever: YES NO

(1) found you or any advisory affiliate to have made a false statement or omission? 0O &®
(2) found you ar any advisory affiliate to have been involved in a violation of SEC or O &
CFTC regulations or statutes?

(3) found you or any advisory affiliate to have been a cause of an investment-refated G @
business having its authorization to do business denied, suspended, revaked, or
restricted?

(4) entered an order against you or any advisory affifiate in connection with investment- & &
related activity?

(5) imposed a civil maney penalty on you or any advisory affiliate, or ordered youorany & &
advisory affiliate to cease and desist from any activity?

D. Has any other federal regulatory agency, any state regulatory agency, or any foreign
financial reguiatory authority:
(1) ever found you or any advisory affiliate to have made a false statement or omission,
or been dishonest, unfair, or unethical?
(2) ever found you or any advisory affifiate to have been involved in a violation of
investment-related regulations or statutes?

0]

0
®
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(3) ever found you or any advisory affiliate to have been a cause of an investment-related £ &
business having its authorization to do business denied, suspended, revoked, or

restricted?

(4) in the past ten years, entered an order agalnst you or any advisory affifiate in o &
connection with an investment-reiated activity?

(5) ever denied, suspended, or revoked your or any advisory affiliate’s registration or Lol O

license, or otherwise prevented you or any advisory affiliate, by order, from
associating with an investment-related business or restricted your or any advisory
affiliate’s activity?

E. Has any self-regulatory organization or commeodities exchange ever:

(1) found you or any advisory affiliate to have made a false statement or omission? N
(2) found you or any advisory affiliate to have been involved in a violation of its rules (oI O
(other than a violation designated as a "minor rule violation™ under a plan approved
by the SEC)?
(3) found you or any advisory affiliate to have been the cause of an investment-related & @

business having its authorization to do business denied, suspended, revoked, or
restricted?
(4) disciplined you or any advisory affiliate by expelling or suspending you or the advisory & &
affillate from membership, barring or suspending you or the advisory affillate from
association with other members, or otherwise restricting your or the advisory

affiliate’s activities?
FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number:-
ADV - Annual Amendment, Page 15 Rev. 11/2010

3/28/2011 1:59:19 PM

Item 11 Disclosure Information (Continued)
F. Has an authorization to act as an attorney, accountant, or federal contractor granted to C®
you or any advisary affiliate ever been revoked or suspended?

G. Are you or any advisory affilfate now the subject of any regulatory proceeding that could ¢ &
resultin a ves" answer to any part of Item 11.C,, 11.D,, or 11,E.?

H. (1) Has any domestk: or forelgn court. YES NO
(a) in the past ten years, enjoined you or any advisory affiliate in connection with ® O
any investment-related activity?
(b) ever found that you or any advisory affiliate were involved in a violation of o &

investment-related statutes or regulations?

(c) ever dismissed, pursuant to a settlement agreement, an investment-related civil &
action brought against you or any advisory affiliate by a state or foreign financial
regulatory authority?
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(2) Are you or any advisory affiliate now the subject of any divil proceeding that could o ®
result in a "yes” answer to any part of Item 11.H(1)?
Item 12 Small Businesses
The SEC is required by the Regulatory Flexibility Act to consider the effect of its regulations on small
entities. In order to do this, we need to determine whether you meet the definition of "small business”
or "small organization® under rule 0-7.

Answer this Item 12 only if you are registered or reglstering with the SEC and you Indicated in response
to Item 5.F(2)(c) that you have assets under management of less than $25 million. You are not required
to answer this Itemn 12 if you are filing for initial registration as a state adviser, amending a current
state registration, or switching from SEC to state registration.

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Numb;-
ADV - Annual Amendment, Page 16 Rev. 11/2010

3/28/2011 1:59:19 PM

Item 12 Small Businesses (Continued)
For purposes of this Item 12 only:

» Total Assets refers to the total assets of a firm, rather than the assets managed on behalf of
clients, In determining your or another person’s total assets, you may use the total assets shown
on a current balance sheet (but use total assets reported on a consolidated balance sheet with
subsidiaries included, if that amount is larger).

» Control means the power to direct or cause the direction of the management or policies of a
person, whether through ownership of securities, by contract, or otherwise. Any person that
directly or indirectly has the right to vote 25 percent or more of the voting securities, or is
entitled to 25 percent or more of the profits, of another person is presumed to control the other

person.
YES NO
A. Did you have total assets of $5 million or more on the last day of your most recent fiscal & O
year?
If "yes," you do not need to answer Itemns 12.B. and 12.C.
B. Do you:

(1) control another investment adviser that had assets under management of $25 million &
or more on the last day of its most recent fiscal year?

(2) control another person (other than a natural person) that had total assets of $5 S &
million or more on the last day of its most recent fiscal year?

C. Are you:

(1) controlled by or under common conirol with another investment adviser that had O &
assets under management of $25 million or more on the last day of its most recent
fiscal year?

(2) controlled by or under common control with ancther person (other than a natural c O
person) that had total assets of $5 million or more on the last day of its most recent
flscal year?
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FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number: 149760
ADV - Annual Amendment, Part 1B, Page 1 Rev. 11/2010
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You must complete this Part 1B only if you are applying for registration, or are registered, as an
investment adviser with any of the state securities authorities.

Part 1B Item 1 - State Registration

Complete this Item 1 if you are submitting an initial application for state registration or requesting
additional state registration(s). Check the boxes next to the states to which you are submitting this
application. If you are already registered with at least one state and are applying for registration with
an additional state or states, check the boxes next to the states in which you are applying for
registration. Do not check the boxes next to the states in which you are currently registered or where
you have an application for registration pending.
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Part 1B Item 2 - Additional Information
A. Person responsible for supervision and compllance:
Name:

Title:

Telephone: Fax:

Number and Street 1: Number and Street 2:
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City: State: Country: Z1P+4/Postal Code:

Email address, if available:

If this address is a private residence, check this box: =
B. Bond/Capital Information, if required by your home state.
(1) Name of Issuing Insurance Company:

{2) Amount of Bond:
$ .00
(3) Bond Policy Number:

(4) If required by your home state, are you in compliance with your home state's minimum [ & &
capital requirements?

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. crD Number: [N
ADV - Annual Amendment, Part 1B, Page 2 Rev. 11/2010

3/28/2011 1:59:19 PM

Part 1B Item 2 - Additional Information {Continued)

Yes No
For "yes" answers to the following question, complete a Bond DRP.
C. Has a bonding company ever denied, paid out on, or revoked a bond for you? oo
For "yes" answers ta the following question, complete a Judgment/Lien DRP:
D. Do you have any unsatisfied judgments or liens against you?
For "yes" answers to the following guestions, complete an Arbitration DRP:
E. Are you, any advisory affiliate, or any management person currently the subject of, or

have you , any advisory affiliate, or any management person been the subject of, an
arbitration claim alleging damages in excess of $2,500, involving any of the following:

(1) any investment or an investment-related business of activity?
(2) fraud, false statement, or emission?
(3) theft, embezzlement, or other wrongful taking of property?
(4) bribery, forgery, counterfeiting, or extortion?
(5) dishonest, unfair, or unethical practices?
For "yes" answers to the following questions, complete a Civil Judicial Action DRP:

F. Are you, any advisory affiflate, or any management person currently subject to, or have
you, any advisory affiliate, or any management péerson been found liable in, a civil, self-
regulatory organizaticn, or administrative proceeding involving any of the following:

(1) an investment or investment-related business or activity?
(2) fraud, false statement, or amission?
(3) theft, embezzlement, or other wrongful taking of property?

i
(o]

QD00
DO DD

200
Dnn

https://crd.finra.org/Iad/Content/PrintHist/Adv/Pages/crd_iad_AdvAllPages.aspx?RefNum... 3/28/2011



IARD - [User Name: Ishirkey62, OrgID: 149760] Page:20:0f 35

(4) bribery, forgery, counterfeiting, or extortion?
(5) dishonest, unfair, or unethical practices?
G. Other Business Activities
(1) You are actively engaged in business as a{n} (check all that apply):

@ n

O Attorney
o Certified Public Accountant
O Tax Preparer
FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number:-
ADV - Annual Amendment, Part 1B, Page 3 Rev. 11 /2010

3/28/2011 1:59:19 PM

Part 1B Item 2 - Additional Information (Continued)
(2) If you are actively engaged in any business other than those listed in Item 6.A of Part 1A or Item
2.G(1) of Part 1B, describe the business and the approximate amount of time spent on that
business:

H. If you provide financial planning services, the investments made based on those services at the end
of your last fiscal year totaled:

Securities Non-Securities
Investments Investments
Under $100,000 8] e
$100,001 to $500,000 0 ¢
$500,001 to $1,000,000 o Lo
$1,000,001 to $2,500,000 @ o
$2,500,001 to $5,000,000 o O
Mare than $5,000,000 o L o]

If securities investments are over $5,000,000, how much? (round to the nearest $1,000,000)
If non-securities investments are over $5,000,000, how much? (round to the nearest $1,000,000)
Yes No
I. Custody
(1) Do you withdraw advisory fees directly from your clients’ accounts? If you answered oo
"wes", respond to the following:
{a) Do you send a copy of your invoice to the custodian or trustee st the same time that ¢ ©
you send a copy to the client?
(bB) Does the custodian send quarterly statements to your clients showing all o C
disbursements for the custodian account, including the amount of the advisory fees?
{c) Do your clfents provide written authorization permitting you to be paid directly for o &
their accounts held by the custodian or trustee?
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(2) Do you act as a general partner for any partnership or trustee for any trust in which o oG
your advisory clients are either pariners of the parinership or beneficaries of the trust?
If you answered "yes", respond to the following:
{a) As the general partner of a parinership, have you engaged an attorney or an Lol &
independent certified public accountant to provide authority permitting each direct
payment or any transfer of funds or securities fram the partnership account?
(3) Do you require the prepayment of fees of more than $500 per client and for six months & ©
or more in advance?

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number: -
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Part 1B Item 2 - Additional Information (Continued)

Yes No

J. If you are organized as a sole proprietorship, please answer the following:
(1) (a) Have you passed, on or after January 1, 2000, the Series 65 examination? o C
(b) Have you passed, on or after January 1, 2000, the Series 66 examination and also C C
passed, at any time, the Series 7 examination?
(2) (a) Do you have any investment advisory professional designations? g
If "no”, you do not need to answer Item 2.J(2)(b).
(b) I have eamed and I am in goad standing with the organization that issued the
following credential:

8’

IZ Certified Financial Planner ("CFP")

C Chartered Financial Analyst ("CFA"™)

[ chartered Financial Consultant ("ChFC")
[T Chartered Investment Counselor ("CIC")
O Personal Financial Specialist ("PFS")

O None of the above
(3) Your Social Security Number:

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. crb Number: [
ADV-Annual Amendment, Part 2 Rev. 1172010

3/28/2011 1:59:19 PM

‘Amend, retire or file new brochures:

Brochure ID Brochure Name Brochure Type(s)

41408 TRI-STAR ADV 2A 3.28,2011 Individuals, High net worth
individuals, Pension plans/profit
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sharing plans, Pension consulting,
Foundations/charities

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Numha_
ADV - Annual Amendment, SCHEDULE A Rev, 11/2010

3/28/2011 1:59:19 PM

Form ADV, Schedule A
Direct Owners and Executive Officers
1. Complete Schedule A only if you are submitting an initial application. Schedule A asks for
information about your direct owners and executive officers. Use Schedule C to amend this
information,
2. Direct Owners and Executive Officers. List below the names of:
(a) each Chief Executive Officer, Chief Financial Officer, Chief Operations Officer, Chief Legal Officer,
Chief Compliance Officer(Chief Compliance Officer is required and cannot be more than one
individual), director, and any other individuals with similar status or functions;

{b)
if you are organized as a corporation, each shareholder that is a direct owner of 5% or more of a
class of your voting securities, unless you are a public reporting company (a company subject to

Section 12 or 15(d) of the Exchange Act);

Direct owners include any person that owns, beneficially owns, has the right to vote, or has the

power to sell or direct the sale of, 5% or more of a class of your voting securities. For purposes

of this Schedule, a person beneficially owns any securities: (i) owned by his/her child, stepchild,
grandchild, parent, stepparent, grandparent, spouse, sibling, mother-in-law, father-in-law, son-
in-law, daughter-in-law, brother-in-law, or sister-In-law, sharing the same residence; or (i) that
he/she has the right to acquire, within 60 days, through the exercise of any option, warrant, or

right to purchase the security.

(c) If you are organized as a partnership, all general partners and those limited and special partners
that have the right to receive upon dissolution, or have contributed, 5% or more of your capital;

(d) in the case of a trust that directly owns 5% or more of a class of your voting securitles, or that
has the right to receive upon dissolution, or has contributed, 5% or mare of your capital, the
trust and each trustee; and

(e) if you are organized as a limited liability company ("LLC"), (i) those members that have the right
to receive upeon dissolution, or have contributed, 5% or more of your capital, and (i) if managed
by elected managers, all elected managers.

3. Do you have any indirect owners to be reported on Schedule B? c Yes @ No

4. In the DE/FE/I column below, enter "DE" if the owner is a domestic entity, "FE" if the owner Is an
entity incorporated or domidiled in a foreign country, or "I'" if the owner or executive officer is an
individual.

5. Complete the Title or Status column by entering board/management titles; status as partner,
trustee, sole proprietor, elected manager, shareholder, or member; and for shareholders or
members, the class of securities owned (if more than one Is Issued).
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6. Ownership codes NA - less than 5% B - 10% but less than D - 50% but less than
are; 25% 75%
A - 5% but less than C - 25% but less than E - 75% or more
10% 50%

7. (a) In the Control/ Person column, enter "Yes" if the person has control as defined in the Glossary of
Terms to Form ADV, and enter "No” if the person does not have control. Note that under this
definition, most executive officers and all 25% owners, general partners, elected managers, and
trustees are control persons.

(b) In the PR column, enter "PR" if the owner is a public reporting company under Sections 12 or 15
(d) of the Exchange Act.
{c) Complete each column.

FULL LEGAL NAME |DE/FE/I|Title or Status |Date Title or |Ownership |Contro/ |PR|CRD No. If None:
(Individuals: Last Status Code Person S.5. No. and Date
Name, First Name, Acquired of Birth, IRS Tax
Middle Name) MM/YYYY No., or Employer
ID No.
PAYNE, WILLIAM, I CHIEF 09/2009 D Y N -
THOMAS EXECUTIVE
OFFICER
VAUGHAN, JON, |1 PRESIDENT  |09/2009  |D Y T
CARTER
DURHAM, KELLY I CHIEF 12/2009 NA N N -
COMPLIANCE
OFFICER |
FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number:
ADV - Annual Amendment, SCHEDULE B Rev. 11/2010

3/28/2011 1:59:19 PM

Form ADV, Schedule B
Indirect Owners
1. Complete Schedule B only if you are submitting an initial application. Schedule B asks for
information about your indirect owners; you must first complete Schedule A, which asks for
information about your direct owners. Use Schedule C to amend this information,
2. Indirect Owners. With respect to each owner listed on Schedule A (except individual owners), list
below;
(a) in the case of an owner that is a corporation, each of its shareholders that beneficiaily owns, has
the right ta vote, or has the power to sell or direct the sale of, 25% or more of a class of a
voting security of that corporation;

For purposes of this Schedule, a person beneficially owns any securities: (i) owned by his/her
child, stepchild, grandchild, parent, stepparent, grandparent, spouse, slbling, mother-in-law,
father-in-law, son-in-law, daughter-in-law, brother-in-law, or sister-in-law, sharing the same
residence; or (ii) that he/she has the right to acquire, within 60 days, through the exercise of
any option, warrant, or right to purchase the security.
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(b) in the case of an owner that is a partnership, all general partners and those limited and special
partners that have the right to receive upon dissolution, or have contributed, 25% or more of
the parinership's capital;

(c) in the case of an owner that is a trust, the trust and each trustee; and

(d) in the case of an owner that is a limited liability company ("LLC"), (i) those members that have
the right to recelve upon dissolution, or have contributed, 25% or more of the LLC's capital, and
(ii) if managed by elected managers, all elected managers.

3. Continue up the chain of ownership listing all 25% owners at each level. Once a public reporting
company {a company subject to Sections 12 or 15(d) of the Exchange Act) is reached, no further
ownership information need be given.

4. In the DE/FE/I column below, enter "DE" if the owner is a domestic entity, "FE" if the owner is an
entity Incorporated or domiciled in a foreign country, or "I" if the owner is an individual.

5. Complete the Status column by entering the owner's status as partner, trustee, elected manager,
shareholder, or member; and for shareholders or members, the dass of securities owned (if more
than one Is Issued).

6. Ownership codes C - 25% but less than E - 75% or more

are; 50%
D - 50% but less than F - Other {general partner, trustee, or elected
75% manager)

7. (a) -In.th€ Contro! Person column, enter "Yes" if the person has control as defined in the Glossary of
Terms to Form ADV, and enter "No"® if the person does not have control. Note that under this
definition, most executive officers and all 25% owners, general partners, elected managers, and
trustees are control persons.

{b) In the PR column, enter "PR" if the owner is a public reporting company under Sections 12 or 15
(d) of the Exchange Act.
() ‘Complete each column. L
LT i No Indirect Owner Information Filed: |
FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number: -
ADV = Annual Amendment, SCHEDULE C Rev. 11/2010
3/28/2011 1:59:19 PM

Form ADV, Schedule C
Amendments to Schedules A and B
1. Use Schedule C only te amend information requested on either Schedule A or Schedule B. Refer to
Schedule A and Schedule B for specific Instructions for completing this Schedule C. Complete each
column.
2. In the Type of Amendment column, indicate "A" (addition), "D" (deletion), or "C" (change in
information about the same person).

3. Ownership codes  NA - [ess than C - 25% but less G - Other (general partner, trustee,
are: 5% than 50% or elected member)
A - 5% but less D - 50% but less
than 10% than 75%
B - 10% but less E - 75% or more
than 25%
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4. List below all changes to Schedule A (Direct Owners and Executive Officers):

L_ No Changes to Direct Owner / Executive Officer Information Filed |
5. List below all changes to Schedule B (Indirect Owners):
[ No Changes to Indirect Owner Information Filed |
FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD Humm
ADV - Annual Amendment, SCHEDULE D Page 1 Rev. 11/2010

3/28/2011 1:59:19 PM

Form ADV, Schedule D Page 1

Certain items in Part 1A of Form ADV require additional information on Schedule D. Use this Schedule D
Page 1 to report details for items listed below. Report only new information or changes/updates to
previously submitted information. Do not repeat previously submitted information.

Section 1.B. Other Business Names

List your other business names and the jurisdictions in which you use them. You must complete a
separate Schedule D for each business name,

No Information Filed

Section 1.F. Other Offices

Complete the following infermation for each office, other than your principal office and place of
business, at which you conduct investment advisory business. You must complete a separate Schedule
D Page 1 for each location. If you are applying for registration, or are registered, only with the SEC, list
only the largest five (in terms of numbers of employees).

No Information Filed

Section 1.I. World Wide Web Site Addresses

List your World Wide Web site addresses. You must complete a separate Schedule D for each Word
Wide Web site address.
World Wide Web Site Address: WWW.TRISTARADVISOR.COM

Section 1.K. Locations of Books and Records

Complete the following information for each location at which you keep your books and records, other
than your principal office and place of busfness. You must complete a separate Schedule D Page 1 for
each location.

No Information Filed
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FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. CRD uumb;-
ADV - Annual Amendment, SCHEDULE D, Page 2 Rev. 11/2010

3/28/2011 1:59:19 PM

Form ADV, Schedule D Page 2
Use this Schedule D Page 2 to report details for items listed below. Report only new information or
changes/updates to previously submitted information. Do not repeat previously submitted information.

Section 1.L. Registration with Foreign Financial Regulatory Authorities

List the name, in English, of each foreign financial regulatory authority and country with which you are
registered. You must complete a separate Schedule D Page 2 for each foreign financial regulatory
authority with whom you are registered.

No Information Filed

Section 2.A(7) Affiliated Adviser

No Information Filed

Section 2.A(8) Newly Formed Adviser

IF you are relying on rule 203A-2(d), the newly formed adviser exemption from the prohibition on
registration, you are required to make certain representations about your eligibllity for SEC
registration. By checking the appropriate boxes, you will be deemed to have made the required
representations. You must make both of these representations:

[ I am not registered or required to be registered with the SEC or a state securities authority and I
have a reasonable expectation that I wiil be eligible to register with the SEC within 120 days
after the date my registration with the SEC becomes effective.

[ I undertake to withdraw from SEC registration if, on the 120th day after my registration with the
SEC becomes effective, I would be prohibited by Section 203A(a) of the Advisers Act from
registering with the SEC.

Section 2.A(9) Multi-State Adviser

If you are relying on rule 203A-2(e), the multi-state adviser exemption from the prohibition on
registration, you are required to make certain representations about your eligibility for SEC
registration. By checking the appropriate boxes, you will be deemed to have made the required
representations.
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If you are applying for registration as an investment adviser with the SEC, you must make both of
these representations:

{7 I have reviewed the applicable state and federal laws and have concluded that I am required by
the laws of 30 or more states to register as an investment adviser with the securities authorities
in those states.

{7 I undertake to withdraw from SEC registration if I file an amendment to this registration
indicating that I would be required by the laws of fewer than 25 states to register as an
investment adviser with the securities authorities of those states.

If you are submitting your annual updating amendment, you must make this representation:
[ within 90 days prior to the date of filing this amendment, I have reviewed the applicable state
and federal laws and have concluded that I am required by the laws of at least 25 states to
register as an investment adviser with the securities authorities in those states.

FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. CRD Number:
ADV - Annual Amendment, SCHEDULE D, Page 3 Rev. 11/2010
3/28/2011 1:59:19 PM

Form ADV, Schedule D Page 3
Use this Schedule D Page 3 to report detalls for items listed below. Report only new information er
changes/updates to previously submitted information. Do not repeat previously submitted information.

Section 2.A(11) SEC Exemptive Order

No Information Filed

Section 4 Successions

Complete the following Information if you are succeeding to the business of a currently-registered
investment adviser. If you acquired more than one firm in the succession you are reporting on this Form
ADV, you must complete a separate Schedule D Page 3 for each acquired firm. See Part 1A Instruction
4.

No Information Filed

Section 5.1(2) Wrap Fee Programs

If you are a portfolio manager for one or more wrap fee programs, list the name of each program and
its sponsor. You must complete a separate Schedule D Page 3 for each wrap fee program for which you
are a portfolio manager.
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No Information Filed

Section 6.B. Description of Primary Business

No Information Filed

Section 7.A. Affiliated Investment Advisers and Broker-Dealers

You must complete the following information for each refated person investment adviser and broker-
dealer. You must complete a separate Schedule D Page 3 for each listed refated person.

(1) Legal Name of Related Person:
MUTUAL MONEY INVESTMENTS, INC.

1'(2) Primary Business Name of Related Person: ﬂ
TRI-STAR FINANCIAL

(3) Related Person is (check only one box):
€ Investment Adviser
& Broker-Dealer

€ Dual (Investment Adviser and Broker-Dealer) 1

Yes Hn

(4) If the rejated person Is a broker-dealer, is it a qualified custodian for your clients i oo
connection with advisory services you provide to clients?

(5) If you are registering or registered with the SEC and you have answered "yes,” have you fo i o
overcome the presumption that you are not cperationally independent (pursuant to Advisers Act

rule 206(4)(2)-(d)(5)) from the related person broker-dealer, and thus are not required to

obtain a surprise examination for your clients’ funds or securities that are maintained at the

related person ?

Related Person Adviser's SEC File Number (if any) I
801-

Related Person’s CRD Number (if any):

32458
FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION
Primary Business Name: TRI-STAR ADVISORS, INC. cro Number: [
ADV - Annual Amendment, SCHEDULE D, Page 4 Rev. 11/2010

3/28/2011 1:59:19 PM
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Primary Business Name: TRI-STAR ADVISORS, INC. cro Number: [
ADV - Annual Amendment, DRP Pages Rev. 11/2010
3/28/2011 1:59:19 PM

CRIMINAL DISCLOSURE REPORTING PAGE (ADV)
No Information Filed
REGULATORY ACTION DISCLOSURE REPORTING PAGE (ADV)
No Information Filed
CIVIL JUDICIAL ACTION DISCLOSURE REPORTING PAGE (ADV)

GENERAL INSTRUCTIONS

This Disclosure Reporting Page (DRP ADV) is an © INITIAL OR® AMENDED response used to report
details for affirmative responses to Item 11.H. of Part 1A and Item 2.F. of Part 1B of Form ADV,

Check Part 1A item(s) being responded to:

Civil Judicial
M 11.H(1)@) I 11.He1)) 11.H(1)(c) 7 11.4(2)
Check Part 1B ltem(s) being responded to:
Civil Judicial
3 2 Fa) C 2.2 O 5 r@) 0 2.ra C 2 k)

Use a separate DRP for each event or proceeding. The same event or proceeding may be reported for
more than one person or entity using one DRP, File with a completed Execution Page.

One event may result in more than one affirmative answer to Item 11.H. of Part 1A or Item 2.F. of Part
1B, Use only one DRP to report details related to the same event. Unrelated civil judicial actions must be
reported on separate DRPs.

2 pART I i ot e R Yert Al

A. The person(s) or entity(ies) for whom this DRP is being filed is (are):
C vou (the advisory firm)
Lo

@

You and one or more of your advisory affiliafes

One or more of your advisory affiliates

If this DRP is being filed for an advisory affiliate, give the full name of the advisory affiliate below
(for individuals, Last name, First name, Middle name).

If the advisory affiliate has a CRD number, provide that number. If not, indicate "non-registered” by
checking the appropriate box.

ADV DRP - ADVISORY AFFILIATE
CRD Number: 32458

Registered: ® Yag O No

This advisory affiliate is © a Firm © an Individual
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Name: MUTUAL MONEY INVESTMENTS, INC.
(For individuals, Last, First, Middle)

0 This DRP should be removed from the ADV record because the advisory affiliate(s) is no longer
associated with the adviser.

O This DRP should be removed from the ADV record because: (1) the event or proceeding
occurred more than ten years ago or (2) the adviser is registered or applying for registration with
the SEC and the event was resolved in the adviser's or advisory affiliate's favor.

If you are registered or registering with a state securities authority, you may remove a DRP for an
event you reported only in response to Item 11.H(1){(a), and only If that event occurred more than
ten years ago. If you are registered or registering with the SEC, you may remove a DRP for any
event listed in Item 11 that occurred more than ten years ago.

B. If the advisory affiliate is registered through the IARD system or CRD system, has the advisory
affiliate submitted a DRP (with Form ADV, BD, or U-4) to the IARD or CRD for the event? If the
answer is "Yes,” no other information on this DRP must be provided.

@Yes C No

NOTE: The completion of this form does not relieve the advisory affiliate of its obligation to update
its IARD or CRD records.
PART II

1. Court Action initiated by: (Name of regulator, foreign financial regulatory authority, SRO,
commodities exchange, agency, firm, private plaintiff, etc.)

2. Principal Relief Sought:

Other Relief Sought:

3. Filing Date of Court Action (MM/DD/YYYY):

a Exact o Explanation
If not exact, provide explanation:

4. Principal Product Type:

Other Product Types:
5. Formal Action was brouﬁgfﬁytﬁﬂfn (include name BFF&@AStéte or Foreign Court, Location of Court -
City or County and State or Country, Docket/Case Number):

6. Advisory Affiliate Employing Firm when activity occurred which led to the civil judicial action (if
applicable):

7. Describe the allegations related to this civil action (yodr response must fit within the space
provided):

8. Current Status? o Pending a On Appeal & Final
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9. If on appeal, action appealed to (provide name of court) and Date Appeal Filed (MM/DD/YYYY):

10. If pending, date notice/process was served (MM/DD/YYYY):

e Exact c Explanation
If not exact, provide explanation:

If Final or On Appeal, complete all items below. For Pending Actions, complete Item 14 only.
11, How was matter resolved:

12. Resolution Date (MM/DD/YYYY):

c Exact ¢ Explanation
If not exact, provide explanation:

13. Resolution Detail:
A. Were any of the following Sanctions Ordered or Relief Granted (check appropriate items)?

C Monetary/Fine Amount:$

(m Revocation/Expuision/Denial C Disgorgement/Restitution
O Censure O Cease and Desist/Injunction
C Bar | Suspension

B. Other Sanctions:

C. Sanction detail: if suspended, enjoined or barred, provide duration including start date and
capacities affected (General Securities Principal, Financial Operations Principal, etc.). If
requalification by exam/retraining was a condition of the sanction, provide length of time
given to requalify/retrain, type of exam required and whether condition has been satisfied. If
dispasition resuited in a fine, penalty, restitution, disgorgement or monetary compensation,
provide total amount, portion levied against you or an advisory affifiate, date paid and if any
portion of penaity was waived:

14. Provide a brief summary of circumstances related to the action(s), allegation(s), disposition{s)
and/or finding(s) disclosed above (your response must fit within the space provided)

No Information Filed

Judgment/Lien DRPs
No Information Filed
Arbitration DRPs
No Information Filed
FORM ADV
UNIFORM APPLICATION FOR INVESTMENT ADVISER REGISTRATION

Primary Business Name: TRI-STAR ADVISORS, INC. CRD Numl:er:_
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ADV - Annual Amendment, Execution Pages Rev. 11/2010
3/28/2011 1:59:19 PM

DOMESTIC INVESTMENT ADVISER EXECUTION PAGE

You must complete the following Execution Page to Form ADV. This execution page must be signed and
attached to your Initial application for SEC registration and all amendments to registration.

Appointment of Agent for Service of Process

By signing this Form ADV Execution Page, you, the undersigned adviser, irrevocably appoint the Secretary
of State or other legally designated officer, of the state in which yeu maintain your principal office and
place of business and any other state in which you are submitting a notice filing, as your agents to receive
service, and agree that such persons may accept service on your behalf, of any notice, subpoena,
summons, order instituting proceedings, demand for arbltration, or other process or papers, and you
further agree that such service may be made by registered or certified mail, in any federal or state action,
administrative proceeding or arbitration brought against you in any place subject to the jurisdiction of the
United States, if the action, proceeding or arbitration {a) arises out of any activity in connection with your
investment advisary business that is subject to the jurisdiction of the United States, and (b) is founded,
directly or indirectly, upon the provisions of: (i) the Securities Act of 1933, the Securities Exchange Act of
1934, the Trust Indenture Act of 1939, the Investment Company Act of 1940, or the Investment Advisers
Act of 1949, or any rule or regulation under any of these acts, or (ii) the laws of the state in which you
maintain your principal office and place of business or of any state in which you are submitting a notice
filing.

Signature

1, the undersigned, sign this Form ADV on behalf of, and with the authority of, the investment adviser,
The investment adviser and I both certify, under penalty of perjury under the laws of the United States of
America, that the information and statements made in this ADV, including exhibits and any ather
informiation submitted, are true and correct, and that I am signing this Form ADV Execution Page as a free
and voluntary act.

I certify that the adviser's books and records will be preserved and available for inspection as required by
law. Finally, I authorize any person having custody or possession of these boaks and records to make
them available to federal and state regulatory representatives.

Signature: Date: MM/DD/YYYY

KELLY DURHAM 03/11/2011

Printed Name: Title:

KELLY DURHAM CHIEF COMPLIANCE OFFICER

ﬁc}w Number:

NON~-RESIDENT INVESTMENT ADVISER EXECUTION PAGE

You must complete the following Execution Page to Form ADV. This execution page must be signed and
attached to your initial application for SEC registration and all amendments to reglstration.

1. Appointment of Agent for Service of Process
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By signing this Form ADV Execution Page, you, the undersigned adviser, irrevocably appoint each of the
Secretary of the SEC, and the Secretary of State or other legally designated officer, of any other state in
which you are submitting a notice filfng, as your agents to raceive service, and agree that such persons
may accept service on your behaif, of any notice, subpoena, summons, order instituting proceedings,
dernand for arbitration, or other process or papers, and you further agree that such service may be made
by registerad or certified mail, in any federal or state action, administrative proceeding or arbitration
brought against you in any place subject to the jurisdiction of the United States, if the action, proceeding,
or arbitration (a) arises out of any actvity in connection with your investment advisory businass that is
subject to the jurisdiction of the United States, and (b) Is founded, directly or indirectly, upon the
provisions of: (i) the Securities Act of 1933, the Securities Exchange Act of 1934, the Trust Indenture Act
of 1939, the Investment Company Act of 1940, or the Investment Advisers Act of 1940, or any rule or
regulation under any of these acts, or (ii} the laws of any state in which you are submitting a notice filing.

2. Appointment and Consent: Effect on Partnerships

If you are organized as a partnership, this irrevocable power of attorney and consent to service of process
will continue in effect if any partner withdraws from or is admitted to the partnership, provided that the
admission or withdrawal does not create a new partnership. If the partnership dissolves, this irrevocable
power of attormey and consent shall be in effect for any action brought against you or any of your former

partners.
3. Non-Resident Investment Adviser Undertaking Regarding Books and Records

By signing this Form ADV, you also agree to provide, at your own expense, to the U.S. Securities and
Exchange Commission at its principal office in Washington D.C., at any Regional or District Office of the
Commission, or at any one of its offices in the United States, as specified by the Commission, correct,
current, and complete coples of any or all records that you are required to malntain under Rule 204-2
under the Investment Advisers Act of 1940. This undertaking shall be binding upon you, your heirs,
successors and assigns, and any person subject to your written irrevocable consents or powers aof attomey
or any of your general partners and managing agents.

Signature

I, the undersigned, sign this Form ADV on behalf of, and with the authority of, the non-resident
investment adviser. The investment adviser and 1 both certify, under penalty of perjury under the laws of
the United States of America, that the information and statements made in this ADV, including exhibits
and any other information submitted, are true and correct, and that I am signing this Form ADV Execution

Page as a free and voluntary act.

I certify that the adviser’s books and records will be preserved and available for inspection as required by
law. Finally, I authorize any person having custedy or possession of these books and records to make
them available to federal and state regulatory representatives. o

Signature: Date: MM/DD/YYYY

Printed Name: Title:

WD Number:
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State Registered Investment Adviser Execution Page

You must complete the following Executlon Page to Ferm ADV. This execution page must be signed and
attached to your inftial application for state registration and all amendments to registration.

1. Appointment of Agent for Service of Process

By signing this Form ADV Execution Page, you, the undersigned adviser, irrevocably appoint the legally
designated officers and their successors, of the state in which you maintain your principal office and place
of business and any other state in which you are applying for registration or amending your registration,
as your agents to receive service, and agree that such persons may accept service on your behalf, of any
notice, subpoena, summons, order instituting proceedings, demand for arbitration, or other process or
papers, and you further agree that such service may be made by registered or certified mail, in any
federal or state action, administrative proceeding or arhitration brought against you In any place subject
to the jurisdiction of the United States, if the action, proceeding, or arbltration (a) arises out of any
actlvity in connectlon with your investment advisory business that is subject to the jurisdiction of the
United States, and (b) Is founded, directly or indirectly, upon the provisions of: (i) the Securities Act of
1933, the Securities Exchange Act of 1934, the Trust Indenture Act of 1939, the Investment Company Act
of 1940, or the Investment Advisers Act of 1940, or any rule or reguiation under any of these acts, or (i)
the laws of the state in which you maintain your principal office and place of business or of any state in
which you are applying for registration or amending your registration.

2. State-Registered Investment Adviser Affidavit

If you are subject to state regulation, by signing this Form ADV, you represent that, you are in compliance
with the registration requirements of the state in which you maintain your principal place of business and
are in compliance with the bonding, capital, and recordkeeping requirements of that state.

Signature

I, the undersigned, sign this Forrn ADV on behalf of, and with the authority of, the investment adviser.
The investment adviser and I both certify, under penaity of perjury under the laws of the United States of
America, that the information and statements made in this ADV, including exhibits and any other
Information submitted, are true and correct, and that I am signing this Form ADV Execution Page as a free
and voluntary act.

I certify that the adviser's books and records will be preserved and available for inspection as required by
law. Finally, I authorize any person having custody or possession of these books and records to make
them available to federal and state regulatory representatives.

Signature Date MM/DD/YYYY
CRD Numnber
Printed Name Title

Privacy | Legal | Use of Web CRD® or IARD™ is governed by the Terms & Conditions,
©2011 FINRA. All rights reserved. FINRA is a registered trademark of the Financial Industry Regulatery Autherity, Inc.

https://crd.finra.org/lad/Content/PrintHist/Adv/Pages/crd_iad_AdvAllPages.aspx?RefNum... 3/28/2011
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This brochure provides information about the qualifications and business practices of
Tri-Star Advisors, Inc. If you have any questions about the contents of this brochure,
please contact us at 713-735-9217 or www.tristaradvisor.com. The information in this
brochure has not been approved or verified by the United States Securities and
Exchange Commission or by any state securities authority.

Additional information about Tri-Star Advisors, Inc. also is available on the SEC's
website at www.adviserinfo.sec.qov,
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Material Changes

Because much of the information in this Part 2A of Form ADV is additional information
not previously provided in our Part Il of Form ADV, we recommend that you read this
Part 2A of Form ADV in its entirely.
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[ ADVISORY.BUSINESS

Advisory Firm Description

Tri-Star Advisors, Inc. (“TSA” or the “Firm”) has been in business since November 2009.
The principal owners are William Thomas Payne and Jon Carter Vaughan.

Types of Advisory Services

TSA provides a “managed account service” to individuals and entities wanting portfolio
management. TSA also provides its “self-directed refirement plan asset management
program” to plan sponsors requiring assistance with managing their retirement plans and
educating the plan participants. -

First, TSA meets with clients to determine the client’s investment objective. Then TSA
places trades in the client’s account, choosing investments which TSA personnel believe
to be appropriate for that client. Recommended investments may include cash, bonds,
exchange traded funds (ETFs), mutual funds and stocks, with selection of specific
securities providing proper diversification in order to meet the client’s stated investment
objectives. Individual securities are selected to achieve the desired balance between
expected risk and expected return.

TSA’s managed account service includes:

Selecting investments and executing trades.

Selecting and monitoring sub-advisors when appropriate.

Periodic reporting.

Re-balancing the portfolio when appropriate.

Re-allocating the portfolio due to client's investment objectives or investment
strategy due to changes in economic or market conditions.

o Tax loss harvesting (where applicable).

&0 o0

TSA's self-directed retirement plan asset management program includes:

Providing participant investment education services.

Providing mutual fund analysis, objective selection and ongoing evaluation.
Actively managing asset allocation within portfolios.

Investing plan assets in accordance with the investment strategy.

Monitoring performance of all selected assets or portfolios.

Recommending changes when appropriate to any of the above.

Preparing and presenting appropriate reports and handouts to sponsors and/or
investment committees. ‘

R U R

& & & W

Client Assefs Under Management

At December 31, 2010, TSA had $134,090,502 of non-discretionary assets under
management.

Page 1
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| FEES AND COMPENSATION ==

Managed Account Fees

Compensation is provided to TSA for managed accounts by charging a percent of assets
under management. The fee is a percentage of the market value of all assets in the
client's account as valued by the custodian at the close of market on the last trading day
of each calendar quarter. The management fee is payable quarterly in advance
according to the following schedule and is usually deducted from the client’s account.
Otherwise a client may instruct TSA to invoice the client, in which case the fee is due
within 30 days of the invoice date.

Portfolio Assets Quarterly Annually
Less Than $500,000 .3750% 1.50%
$500,001 — $1,000,000 .3125% 1.25%
$1,000,001 — $3,000,000 .2500% 1.00%
Over $3,000,000 .1875% 75%

Accounts in the same household will be aggregated to attain the lowest fee possible.
The above fees are negotiable.

Certain clients of TSA with pre-existing relationships may initially be charged fees which
are less than those shown above. Quarierly fees may be less for certain employee or
family accounts, depending on a number of factors including portfolio size, length of
employment and relationship to the employee. Clients receiving the same service from
TSA may be paying different fees.

The investment advisory agreement will continue in effect until terminated by either party
by written notice to the other. Upon termination, any uncoliected fees and expenses will

be deducted from the account and the client will receive a refund of a prorated portion of
the pre-paid advisory fee.

Retirement Plan Fees
The investment advisory fee is calculated as of market close of the last business day of

each calendar quarter by charging according to the following fee schedule. These fees
are usually deducted directly from the plan account, are charged in advance and are

negotiable,
Portfolio Assets Quarterly Annually
$0 - $2,500,000 .18750% .750%
$2,500,001 — $5,000,000 .15000% .600%
$5,000,001 - $10,000,000 .12500% 500%
$10,000,001 — $25,000,000 .01000% .400%
$25,000,001 — $40,000,000 .07500% .300%
$40,000,001 — $65,000,000 .05000% 200%
$65,000,001 — $100,000,000 .03750% 150%
Over $100,000,000 .02500% .100%

Page 2
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Additional expenses incurred by TSA for investment-related services will be billed to the
plan separately. in the event of termination of this agreement, the fee will be adjusted,
on a pro rata basis, to charge only for the portion of the final quarter in which termination
occurs. A refund of prepaid uneamned fees will be sent to the account or the client in a
timely manner,

General Discussion Concerning Fees

Billing of investment management fees will commence at the start of the first quarter
after the client’s money has been invested by TSA. To the extent that such investment
occurs in a month that is not the quarter-end, the client will be billed in advance on a pro
rata basis, using the account value at the month-end in which the investment occurred
as the basis for the fee calculation. Prospective clients are advised that lower fees for
comparable services may be available from other sources.

To the extent mutual and money market funds are selected fo fill components of the
overall investment strategy, the annual advisory fee set forth above does not include the
customary fees and expenses associated with investing in mutual or money market
funds or other costs of establishing and maintaining an account with mutual funds,
including Rule 12b-1 fees and expenses. The client is advised that, in addition fo the
annual advisory fee set forth abave, each mutual or money market fund in which assets
are invested will incur separate investment advisory fees and other expenses for which
the client will bear a proportionate share. These fees are fully disclosed in each fund’s
prospectus which is provided to each client by the account custodian.

Transaction fees, exchange fees, custodial fees and other such fees are paid directly by
the client account to the broker or custodian and are in addition to the investment
management fees listed above.

Additional Compensation

TSA has an affiliate, Tri-Star Financial, which is a registered broker/dealer, with which
TSA personnel are registered representatives. Thus, TSA may place trades for its
clients through this affiliated broker/dealer, which may then collect markups for those
trades. When fixed income products are sold to TSA clients, the standard markup is
decreased in an effort to ensure competitive pricing. A portion of these markups are
paid to TSA personnel, and TSA personnel who are owners of the broker/dealer may
also share in the profits of the broker/dealer. This affiliation with a broker/dealer creates
a potential conflict of interest with clients, to the extent that TSA personnel may be
recommending investments from which those same persons may benefit.

Clients have the option to purchase investment products recommended by TSA
personnel through other broker/dealers that are not affiliated with TSA. Some TSA
personnel receive more than 50% of their total compensation from markups on
investments they recommend to TSA clients. TSA advisory fees are not reduced to
offset the markups charged to TSA clients by Tri-Star Financial.

Please refer to the section titled “Brokerage Practices” for more information.
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apply.

TSA provides investment supervisory services and manages investment advisory
accounts for:

s [ndividuals

s High net worth individuals

= Pension and profit sharing plans (other than plan participants)
+ Corporations or other business not listed above

TSA recommends a minimum account size of $250,000. This amount is negotiable

depending upon the nature of the relationship, potential for growth and other factors
weighed by the associate.

| METHODS OF ANALYSIS; INVESTMENT STRATEGIES AND RISK OF LOSS =+ ]

TSA uses a combination of the following types of analysis in evaluating investments for
client accounts:

e Fundamental—Analysis of financial attributes of a company, such as revenue
growth, debt to equity ratio, inventory tumover, etc.
» Cyclical—Analysis based on business, industry, calendar or historical cycles

investment sirategies for separately managed accounts are structured fo meet each
client’s objective. Asset allocation is the major differentiation between sirategies.
Diversification is accomplished within asset categories by varying sectors, time horizons
and income production. Risks vary accordingly, although all accounts are subject to
market risk. Investing in securities involves risk of loss that clients should be prepared to
bear. TSA places a majority of its client assets in the fixed income market, which
traditionally has held less risk than the equity market. In the past few years, credibility of
credit rating agencies has been questioned in light of considerable conflicts of interest
and state and municipal entities are threatening bankruptcy. Risks inherent in the fixed
income market, therefore, have increased.

TSA uses the following sources of information in its analysis:

Financial newspapers and magazines

Research materials prepared by others

Corporate rating services

Timing services

Annual reports, prospectuses, filings with the Securities and Exchange
Commission

» Company press releases

O R )
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TSA's broker/dealer affiliate, Tri-Star Financial, has been enjoined by a court as a result
of a court action taken by a broker/dealer client. This matter setiled prior to court
resolution. There have been no other disciplinary actions taken against TSA, its
personnel or its affiliates to date.

Tri-Star Advisors utilizes the services of Tri-Star Financial for fixed income analysis,
support and trade execution. Tri-Star Financial is an affiliated broker/dealer {sharing
most of the same owners as TSA), is registered with the U.S. Securities & Exchange
Commission and is also a member of the Financial Industry Regulatory Authority
(FINRA). Broker/dealer services in fixed income comprise 100% of Tri-Star Financial's
business.

Tri-Star Advisors shares office space and overhead with Tri-Star Financial. The
expenses associated with this operating environment are incurred by both parties on a
hard-dollar basis. Neither firm maintains any soft-dollar relationships. Officers of
Tri-Star Advisors are and/or may be officers and/or owners of Tri-Star Financial.
Registered Representatives of Tri-Star Financial are and/or may be Advisory
Representatives of Tri-Star Advisors and vice versa. In the event TSA places
transactions with Tri-Star Financial, TSA personnel may be placing themselves in a
material conflict of interest position with TSA clients. As such, all TSA clients are
advised in the Investment Advisory Agreement that transactions may be introduced to
Tri-Star Financial, and each agreement clearly defines whether that client pays trade
commissions or markups to Tri-Star Financial. It is possible, although not likely, that
clients may have paid a fransaction fee or markup to Tri-Star Financial for a particular
investment, and are charged an asset under management fee for that same asset under
Tri-Star Advisors. This potential conflict is monitored by the Chief Compliance Officer of
Tri-Star Advisors and through compliance fraining sessions.

Messrs. Payne and Vaughan are officers, owners and registered representatives of
Tri-Star Financial and spend approximately 50% of their time on the broker/dealer side
of the business. Ms. Durham is also a registered representative of Tri-Star Financial and
spends approximately 50% of her time on the broker/dealer side of the business.

TSA also offers insurance products through Texas Annuity Group. These insurance
transactions would generate compensation to the selling individual in the form of
commissions which presents a material conflict of interest with TSA clients.

A new sub-advisor relationship was initiated in 2010, providing TSA with access to
equity management for its clients requiring balanced portfolios.
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Code of Ethics

TSA has adopted a Code of Ethics which describes the general standards of conduct
that the Firm expects of all Firm personnel (collectively referred to as “employees™) and
focuses on three specific areas where employee conduct has the potential to adversely
affect the client: misuse of nonpublic information; personal securities trading and
outside business activities. Failure to uphold the Code of Ethics may resuit in
disciplinary sanctions, including termination with the Firm. Any client or prospective
client may request a copy of the Firm's Code of Ethics which will ba provided at no cost.

The following basic principles guide all aspects of the Firm'’s business and represent the
minimum requiremenis to which the Firm expects employees to adhere:

« Clients’ interests come before employees’ personal interests and before the
Firm's interests.

» The Firm must fully disclose all material facts about conflicts of which it is aware
between the Firm and its employees’ interests on the one hand and client and
the Firm’s interests on the other.

«  Employees must operate on the Firm's behalf and on their own behalf
consistently with the Firm’s disclosures and to manage the impacts of those
conflicts.

+ The Firm and its employees must not take inappropriate advantage of their
positions of trust with or responsibility to clients.

« The Firm and its employees must always comply with all applicable securities
laws.

Misuse of Nonpublic Information

The Code of Ethics contains a policy against the use of nonpublic information in
conducting business for the Firm. Employees may not convey nonpublic information nor
depend upon it in placing securities frades, either for clients or on their own behalf.

TSA’s Parsonal Trading FPolicy:

» TSA personnel may not trade in personal accounts in anticipation of trades to be
placed for clients.

- TSA personnel may frade in the same security simultaneously with clients (as
lang as the client obtains the same or better price) or the day after that security
was purchased or sold on behalf of TSA clients. [Allowable exceptions in terms
of pricing would be bonds, where the client would pay a markup and TriStar
personnel would not.]

« TSA requires its personnel fo provide transaction confirmations and monthly
reporting of their transactions and holdings, which are reviewed by the Chief
Compliance Officer to ensure compliance with the Firm's policies.

« TSA personnel must receive pre-approval from the Chief Compliance Officer
before participating in an IPO or a Private Placement.
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Quiside Business Activities

Employees are required to report any outside business activities generating revenue. If
any are deemed to be in conflict with clients, such conflicts will be fully disclosed.

TSA executes no principal trades for its clients, although such frades may be conducted
by the broker/dealer.

Selecting Custodians and Broker/Dealers

Tri-Star requires that its clients select qualified custodians to hold their managed
accounts. A qualified custodian is a bona fide financial institution that sends at least
quarterly statements directly {o its clients. These statements should show all
fransactions during the reporting period and value of each asset at the period close.
Clients are reminded to review their custodian’s account statements and compare them
to the TSA statements and to report any material discrepancies to both TSA and the
custodian.

TSA recommends clients open accounts with Fidelity Instifutional or Socuthwest
Securities for the accounts TSA manages. When an account is located with Southwest
Securities, Tri-Star Financial, TSA's affiliated broker/dealer, may serve as the
infroducing broker, effecting trades for clients and collecting the trade fees or markup
from the account. TSA has selected Fidelity Institutional as a recommended custodian
for its clients because of its discounted commission structure, the range of no-
transaction fee assets available, the quality of service and its financial stability.

TSA recognizes its fiduciary duty to attain best execution for its client trades. As a
general rule, TSA will select such brokers that can effect transactions at the best price
and execution under the prevailing circumstances, as TSA recognizes its responsibility
as a fiduciary fo attain best execution for its clients. TSA personnel may be putting
themselves in a conflict of interest position when directing trades through Tri-Star
Financial, an affiliated entity, to which clients may also be paying a commission or
markup. Principals of TSA are and/or may be principals of Tri-Star Financial. TSA
personnel monitor Tri-Star Financial's pricing to ensure its continued competitiveness
with the market. Ancillary services furnished by Tri-Star Financial or its employees to
client accounts are not considered in evaluating the competitiveness of the cost of
commissions charged by Tri-Star Financial.

Research and Other Soft-Dollar Benefits

TSA has no soft-dollar arangements in which fees generated by transactions are used
directly to purchase products or services to be used by TSA. However, some brokers
with which TSA executes trades provide TSA with research without a direct relationship
to the amount of trading TSA conducts through them. There may be an incentive to
place trades with brokers providing research to TSA, rather than attending only fo most
favorable execution of trades.
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TSA may also receive access to proprietary account management and data transmission
services offered by brokers and/or Fidelity Institutional to enable TSA to trade clients’
accounts electronically. Fidelity Institutional also may provide TSA with educational and
compliance material, such as newsletters and access to seminars and conferences.

Brokerage for Client Referrals

TSA has not directed trades to particular brokers in exchange for receiving client
referrals.

Directed Brokerage

Instead of allowing TSA to select broker/dealers for their account, the client may direct
TSA (in writing) to use a particular broker/dealer to execute all transactions for the
client's account. [n that case, the client will negotiate terms and arrangements for the
account with that broker/dealer. TSA may be unable to attain best execution for that
account and will be unable to aggregate that account with others when aggregating
frades. .

As a result, the client may pay higher commissions or other transaction costs or greater
spreads, or receive less favorable net prices, on transactions for the account than would
otherwise be the case.

Order Aggregation

When appropriate, TSA may aggregate trades in the same securities across accounts.
When such trades are effected, each account pays the same amount for each share.
Partially executed aggregated orders will be filled on a pro rata basis. TSA personnel
may participate in blocks with clients, but will not receive allocations until all client orders
are filled.

The Investment Portfolio Committee (which consists of William Payne, CEO, Jon
Vaughan, President, and Kelly Durham, CCO) reviews each managed portfolio at least
quarterly. It monitors the performance of each investment based on how similar
investments have performed and recommends changes when necessary. The
Investment Portfolio Committee of the firm determines the investment strategies and
parameters. Each associate implements this strategy with his/her assigned accounts.
Review triggers would include factors such as changes in the economy, changes in the
market place or changes in the client's goals or objective.

Affiliated Brokerage

TSA may effect fixed income securities transactions for its clients though Tri-Star
Financial (an affiliated entity) as broker for such parties. Tri-Star Financial acts as a fully
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disclosed introducing broker to Southwest Securities, which serves as clearing agent
and custodian.

In executing such transactions, it is Tri-Star Financial’s policy to charge commissions
that are (i} reasonable and fair relative to those charged by other brokers for comparable
transactions involving similar securities at that time and (i} not in excess of the rates
Tri-Star Financial generally charges its brokerage clients. This is monitored by TSA
personnel including the firm's Chief Compliance Officer.

Tri-Star Financial may purchase from or sell securities to TSA clients and may collect
compensation for effecting securities transactions on the behalf of TSA clients. TSA
clients may or may not be paying compensation to Tri-Star Financial for its transaction
role. As mentioned previously, Tri-Star Advisor personnel who are also registered
representatives for Tri-Star Financial may also receive a portion of the commission or
markup on trades placed for TSA clients in addition to the management fee charged by
TSA on those same assels.

Custody is defined as an investment advisory firm, its related entities, and/or its
personnel having direct access to client funds or securities.

Investment management fees are payable in advance by charging the account directly
or by invoicing the client. When the investment management fee is deducted from the
client’s account, this deduction is deemed a form of custody by the Securities and
Exchange Commission pursuant to Rule 206(4)-2 under the Investment Advisers Act of
1940, as amended, although all investments and funds are held by a qualified outside
custodian. TSA may direct the movement of funds from one account in the client's name
{fo another account with the same title, but has no access to client funds other the fee
deduction.

Statements for tax purposes will be provided annually. The client receives monthly
statements directly fram his/her account custodian showing transactions, income, and
asset positions, as well as copies of trading confirmations. When clients receive account
statements from their account custodian, clients should carefully review those
statements and take the time to compare them with those they receive from TSA. If the
client finds significant discrepancies, the client should notify the custodian and TSA
immediately.

Where clients have designated TSA as agent and limited attorney-in-fact with respect to
the client's account, when it deems appropriate, without prior consuitation with the client,
TSA may:.

« Direct the purchase, sale, exchange, conversion, and otherwise trade in stocks,
bonds, and other securities including money market instruments.

- Direct the amount of securities purchased, sold, exchanged, and otherwise
traded.
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» Place orders for the execution of such securities transactions with Tri-Star
Financial, Fidelity Institutional, Southwest Securities or other third-party

broker/dealers.
+« Determine the commission rates paid,

Restrictions include when a client directs specific security fransactions, security
retention, brokers utilized or the commission rate in a particular account. Any limitations
on this discretionary authority are addressed in the Investment Advisor Agreement.
Clients may change these limitations at any time.

TSA does not vote client securities for clients. The account custodian for each client
sends the proxy material directly to the client. Clients may call their account advisor with
any questions concerning a particular solicitation.

There is no existing financial condition that is reasonably likely to impair TSA's ability to
continue to provide services to its clients.
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This brochure supplement provides information about Jon C. Vaughan, CFA, that
supplements the Tri-Star Advisors, Inc. brochure. You should have received a copy of
that brochure. Please contact Kelly Durham at 713-735-9217 if you did not receive
Tri-Star Advisors, inc.’s brochure or if you have any questions about the contents of this
supplement.

Additional information about Jon C. VVaughan, CFA, is available on the SEC's website at
www .adviserinfo.sec.gov:
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| EDUCATIONAL BACKGROUND'AND BUSINESS EXPERIENC

Jon C. Vaughan, CFA, born 1971

Business Background:

Tri-Star Advisors, Inc., President, Principal, Investment Advisor Representative, 2009
present

Tri-Star Financial, Executive Vice President, Principal and Registered Representative, 1994 —
present

Education:
Baylor University, Bachelor of Arts Degree in international Business & Finance, 1993

Chartered Financial Analyst Designation, Awarded 1997

The Chartered Financial Analyst designation, or CFA charter, is a qualification for finance and
investment professionals, particularly in the fields of investment management and financial
analysis of stocks, bonds and their derivative assets.

To become a Chartered Financial Analyst, an individual must satisfactorily fulfill the following
requirements:

« Education — Complete the CFA Program. The curricuium includes Ethical and
Professional Standards, Quantitative Methods (such as the time value of money and
statistical inference), Economics, Financial Reporting and Analysis, Corporate Finance,
Analysis of Investments (stocks, bonds, derivatives, venture capital, real estate, etc.),
and Portfolioc Management and Analysis (asset allocation, portfolio risk, performance
measurement, etc.).

» Examinations — Pass the comprehensive exams required by the CFA Program, which
is organized into three levels, each culminating in a six-hour exam. Completing the
program takes most candidates between two and five years.

+ Experience — Possess a bachelor's degree from an accredited institution (or have
equivalent education or work experience) and have 48 months of qualified, professional
work experience.

» Ethics — Obligated to adhere to a strict Code of Ethics and Standards governing
professional conduct.

There are no legal or disciplinary events material to a client's or prospective client's evaluation
of Mr. Vaughan.

Mr. Vaughan is an officer and registered representative of Tri-Star Financial and spends
approximately 50% of his time on the broker/dealer side of the business.
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| ADDITIONAI

COMPENSATION ==

Mr. Vaughan does not receive any economic benefit from a non-client for providing advisory
services.

[SUPERVISION >

The co-portfolio managers work in concert, and the portfolios are reviewed by Kelly Durham,
the Chief Compliance Officer, in terms of the investment objective. Kelly can be reached at
713-735-9217.
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William T. Payne, horn 1956

Business Background:

Tri-Star Advisors, Inc., Chief Executive Officer, Principal, Investment Advisor Representative,
2009 - present

Tri-Star Financial, President and Registered Representative, 1892 — present

Education:
Santa Monica Junior Coliege, Business Administration, 1978

[DISCIPLINARY INFORMATION

There are no legal or disciplinary events material to a client's or prospective client's evaluation
of Mr. Payne.

| OTHER BUSINESS ACTIVITIES <

Mr. Payne is an officer and registered representative of Tri-Star Financial and spends
approximately 50% of his time on the broker/dealer side of the business.

| ADDITIONAL COMPENSATION =

Mr. Payne does not receive any economic benefit from a non-client for providing advisory
services.

The co-portfolic managers work in concert, and the portiolios are reviewed by Kelly Durham,
the Chief Compliance Officer, in terms of the investment objective. Kelly can be reached at
713-735-9217.
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Kelly Durham, born 1978

Business Background:

Tri-Star Advisors, Inc., Chief Compliance Cfficer, Investment Advisor Representative, 2009 —
present

Tri-Star Financial, Registered Representative, 2008 — present

MDK Financial Group, Portfolioc Manager, 2008 — 2009

Morgan Stanley, Associate Wealth Advisor, 1999 — 2007

Education:
University of California Davis, Economics, 1996

| DISCIPLINARY INFORMATION:

There are no legal or disciplinary events material to a client's or prospective client's evaluation
of Ms. Durham.

BUSINESS ACTIVITIES =

Ms. Durham is a registered representative of Tri-Star Financial and spends approximately 25%
of her time on the broker/dealer side of the business.

Ms. Durham does not receive any economic benefif from a non-client for providing advisory
services.

The co-portfolic managers work in concert, and the work of the Chief Compliance Officer is
reviewed by John Vaughan, President. John can be reached at 713-735-9200.
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| EDUCATIONAL: BACKGROUND AND BUSINESS EXPERIEN

Jon Swanburg, Esq., born 1984

Business Background:

Tri-Star Advisors, Inc., Investment Advisor Representative, 2009 — present

Tri-Star Financial, Institutional Specialist and Registered Representative, 2009 — present
Dish Network, Business Development Intern, 2008

Henry Schein, Medical Sales, 2007

Education:
Pepperdine University, Bachelor of Arts Degree in Economics, 2005
Baylor University, Masters of Business Administration (MBA)/Juris Doctor (JD}, 2009

There are no legal or disciplinary events material to a client's or prospective client's evaluation
of Mr. Swanburg.

| OTHER]

Mr. Swanburg is not actively engaged in any other investment-related business or occupation.

| ADDITIONAL:COMPENSATION “imicc commimioysimammiunicn

Mr. Swanburg does not receive any economic benefit from a non-client for providing advisory
services.

| SUPERVISIO

The co-portfolio managers work in concert, and the portfolios are reviewed by Kelly Durham,
the Chief Compliance Officer, in terms of the investment objective. Kelly can be reached at

713-735-9217.
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